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PROCEEDINGS OF THE RAILWAY RATES 

TRIBUNAL. 



TUESDAY, JUNE 24th, 1924. 



Present : 

W. B. CLODE, Esq., K.C. ( President ). 
W. A. JEPSON, Esq. 

Geo. C. LOCKET, Esq., J.P. 



TENTH DAY. 



The SOLICITOR - GENERAL (Sir HENRY 
SLESSER, K.C.) and Mr. W. BOWSTEAD (in- 
structed by the Treasury Solicitor) appeared on 
behalf of the Minister of Transport. 

The LORD ADVOCATE (The Rt. Hon. H. P. 
MACMILLAN, K.C.), Mb. A. C. CLAUSON, K.C., 
Mr. BRUCE THOMAS and Mb. ALFRED TYLOR 
(instructed by the Honorary Solicitors) appeared for 
the Railway Companies’ Association. 

The Hon. R. STAFFORD CRIPPS appeared for 
the London County Council. 

Mr. F. G. THOMAS, K.C., and Me. JACQUES 
ABADY (instructed by Sir Thomas R. Ratcliffe-Ellis) 
appeared for the Mining Association of Great Britain. 

Sir DOUGLAS HOGG, K.C., M.P., and Mb. P. J. 
WROTTESLEY (instructed by Messrs. Vizard, 
Oldham, Crowder and Cash) appeared for the Traders’ 
Co-ordinating Committee; The National Association 
of Railway Travellers ; and the following local authori- 
ties : The boroughs of Leeds, Cardiff, Oldham, St. 
Helens, West Ham, East Ham, Croydon, Woolwich, 
Gravesend, Richmond, Southport, Watford, Leaming- 
ton, Morecambe, and Rothesay ; and the Urban 
District Councils of : Dartford, Mitcham, Heston and 
Isleworth, Teddington, Beddington and Wallington, 
Surbiton, Harrow-on-the Hill, Prestwich, Epsom, 
Carshalton, Barnet, Hampton, and Bexley Heath. 



Mr. HERBERT MORRISON appeared for the 
National Joint Council of the Trade Union Congress 
and the Labour Party; and for the London Labour 
Party. 

Mr. W. G. R. BOYS and Mr. HUGH SHAYLER 
appeared for the Civil Service Confederation. 

Mr. S. CARLILE DAVIS appeared for the 
Plymouth Incorporated Mercantile Association. 

Mr. GEO. DEW, J.P., L.C.C., appeared for the 
National Association for the Promotion of Cheap 
Transit. 

Me. JACQUES ABADY (Instructed by Messrs. 
Ivensholes & Prosser, Aberdare) appeared for the 
Cardiff Collieries, Limited. 

Mb. A. MOON appeared for the Midland Associa- 
tion of Blast Furnace Owners. 

Mr. F. C. BORER represented Messrs. Harrods 
Staff Council. 

Mr. EDWIN CLEMENTS (instructed by Messrs. 
Neish, Howell & Haldane) appeared to watch the 
proceedings on behalf of various Objectors to the 
Schedules of. Standard Charges. 

Mr. J. H. WORRALL appeared for the National 
Anti-Profiteering Society. 



Mr. William Valentine, recalled. 
Cross-examination continued by Mr. F. G. Thomas. 



4991. When we adjourned last night I had been 
asking you one or two questions with regard to the 
employment of the funds available to the companies 
from various sources in capital for the purpose of 
meeting capital expenditure, and I had asked you a 
question as to the propriety, in your view, of employ- 
ing the provident funds of the company, which we 
know have very greatly increased in recent years, as 
a means of defraying capital expenditure, and I 
understood you agreed that that was quite a proper 
course? — Yes, quite proper. 

4992. Now the only other matter that I wanted to 
ask you a few questions about was in regard to the 
question of the provision for the replacement of 
wasting assets. You follow what is in my mind? — 
Yes. 

4993. Where you have half of the undertaking, or 
the equivalent of the undertaking, which is subjected 
to wastage, and where over a period of time provision 
has to be made for the replacement of those particular 
assets. There are two views, I think, in regard to 
that matter: one is to take the capital cost of the 
assets, and having to the best of your ability 
determined what would be its probable life, write that 
post off over a period of years? — That is one view, but 



1 do not think that is a proper view in dealing with 
the costs of railway companies. 

4994. I will come to that in a moment, but that is 
a view which is, of course, very widely adopted 
amongst commercial companies? — I do not know if it 
is adopted amongst companies who require to compile 
their accounts under the double account system, i. 
have not come across it there. 

4995. I see: but at any rate I think it was Sir 
William Plender who said that you do not write up 
and down your capital in accordance with the prices 
of things' from time to time; you take your capital 
expenditure that is reflected in your capital account 
by the cost originally incurred, and then you can, 
by writing that amount off over a series of years, 
place yourself in this position : that when the time 
comes to replace that assets, you have completely 
eliminated it from your capital account, or, rather, 
you have got the provision to do it in the depreciation 
which from year to year you provide? — I agree you 
could do so. 

4996. It is the abnormal rise in cost, comparing pre- 
war conditions with to-day, that has made the 

difference in these two methods so very marked? 

That is so. 
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4997. And we do know that the railway companies, 
in the accounts of 1928, have not been content with 
making provision for writing off the original cost of 
the assets over a period of years, but they have taken 
into consideration what in their view would be the 
probable cost of leplacing and loading the charge, 
which would otherwise be the proper charge for the 
year, by an amount of varying percentage according 
to the circumstances of the different lines P — You 
started off by saying the railway companies had not 
been content jvith writing off. They have not written 
off. They have provided for depreciation. 

4998. They have provided a fund? — And what they 
have done, I gather, when they replace an asset, is to 
charge to revenue the cost or replacing that asset. 

4999. Yes; but you see one of the consequences of 
that — correct me if I am wrong, because I am on 
somewhat dangerous ground when dealing with a 
problem of accountancy — but the effect of that is, is 
it not, that when you come to replace that asset you 
have then available a larger sum than you would have 
by the provision from year to year of the additional 
cost? — The effect of your alternative methods? 

5000. Yes? — Yes, in some cases. In other cases 
yu have a lesser sum ; you must take both cases. 

5001. Yes, I agree. Take a simple case of an asset 
which cost £2,000? — In what year? 

5002. Well, we will say in a pre-war year? — Yes; 

I follow. 

5003. An asset which cost £2,000, and the life of 
that asset is assumed to be 20 years ; therefore £100 
has to be put aside every year in order to have that 
£2,000 available at the end of the 20 years? — Minus 
a residual value. 

5004. Yes. Now under the conditions today it 
would cost £4,000, we will say, to replace the asset? — 
Yes. 

5005. And therefore, as I understand it, wliat the 
railway companies have done is, instead of taking 
£100 as the proper provision, they have taken £180 
or £200, as the case may be? — That I understand, 
yes. 

5006. Let us take £180 in the case of the Great 
Western and £200 in the case of the London A North 
Eastern Railway Company, which are the only figures 
we have had on that matter. Now if that was done 
over a period of 20 years — of course we know it may 
not have been done in the- earlier years — but if it 
was done, although you only have an asset in your 
capital account to the extent of £2,000, you would be 
able to purchase an asset worth £4,000 without any 
additional capital expenditure? — That is so; you 
would keep your capital account intact. 

5007. And the effect of that is, is it not, that 
increasingly the capital account of the railway com- 
panies is an under-estimate of the cost of the assets 
which are represented by that capital? — At the 
present time it is an under-estimate of the market 
value of replacing them, yes ; it does not always 
follow, of course. 

5008. No; I follow that ? — I would like to take an 
illustration as to why it does not follow. A company 
in 1918 might have bought a locomotive at a cost of 
two or three times the present market price. When 
they replace that locomotive, they will not write 
down their capital; at least I hope not. 

5009. No; that is just what I was coming to, 
because are -you not in effect really making your 
capital account vary with the cost of replacement? — 
No. you are keeping your capital account intact at 
the first cost of the assets. 

5010. I may be wrong, but let me test it out for a 
moment. If this was a- new asset, or if it was an old 
asset, or if it was to replace an old asset in some 
different way — for intance, take this case : supposing 
you were going to substitute electric traction for 
locomotives on a particular piece of line? — Yes. 

5011. Now, those locomotives would stand in your 
capital account at a certain figure? — Yes. 

5012. When you had got rid of your locomotives, 
whether you had sold them or whatever you had done 



with them, you would have to provide out of revenue 
or reserve for the cessation of the asset in the under- 
taking ? — Yes. 

5013. But you would charge the capital cost of your 
new means of locomotion to capital ? — Tn that case, 
yes ; I would undoubtedly. 

5014. What I find some difficulty in following is 
the essential difference between a transaction of that 
kind, where the additional cost is charged to capital, 
and a transaction where an engine which represents 
a very much greater value than the original capital 
cost of what it replaces and that extra cost of the 
asset has to be borne entirely by revenue? — The extra 
cost of replacing the asset? 

5015. Yes? — Yes. 

5016. You agree that if it was a new undertaking, 
or even if it was an old undertaking, substituting 
one form of transaction for another, it would be 
proper to charge the additional cost to capital? — Yes, 
a substitution. 

5017. Because it is merely a matter, when you have 
got an engine bought, you have got an engine after- 
wards, and therefore your capital account is to be 
relieved of what would otherwise be a capital 
expenditure upon the creation of that asset? — That 
is so. 

5018. I think we see the point. Now I would like 
to put this to you. Take the case of a steamer, for 
instance? — Yes. 

5019. That was the sort of question which I dare 
say you had in mind when you put to me just now 
that you might have cases the other way : you might 
have brought an asset at a high price and been able 
to replace it at a low price. You buy a steamer 
which in your capital account stands at a very high 
figure ; say, it is bought at the top of the freight 
market. Now you would say, of course, there, I take 
it, that you ought to estimate the life of the steamer 
and spread the high capital over the period of the 
life, would you not?— Is this the first steamer you 
have bought ? Is this a company buying a steamer 
for the first time? 

5020. I will take that case? — We will take it in 
stages. 

5021. Yes. That would be right? — I think so. 

5022. But when the time came for replacing the 
steamer, it might very well be that far too great 
charges have been made against revenue than were 
necessary? — It might be. 

5023. But you would not say that the expectation 
of that would entitle the company to treat the capital 
asset in any different way and make a. smaller pro- 
vision, or a more extended life, in order to provide 
for replacing it at a lower level, would you, as a 
matter of sound accountancy? — I do not grasp your 
question. You say for the steamer at the end -of 
its life there wa.s a fund provided greater than its 
value. 

5024. I am putting this case : a steamer which we 
will say is bought for £100,000, hut which could be 
replaced for £50,000. In the annual accounts, taking 
the life at 20 years, or whatever it is, that would 
mean setting aside £5,000 a. year to replace that 
£100,000? — I agree. 

5025. But in ten yearn you get £50,000, which would 
be sufficient to replace the steamer? — Yes. 

5026. Would you say that this was a correct thing, 
that instead of providing for the life over 20 years, 
you say we will do it over 40? — When there is 
sufficient in your fund, you stop depreciating. If, 
when you replace a- steamer, you have too much 
money, you put that back into revenue. It is the 
converse of the 80 per cent, case that you gave me 
just now. 

5027. There might be danger in that course because 
we know that prices fluctuate. I should have 
thought, subject to vour view, to which, of course, I 
attach the greatest importance, that it was a sounder 
thing really to take your capital asset at its cost, 
spread that cost over the appropriate years so that at 
the end of those years you get provision for wiping 
out that particular asset? — It may be sound theoreti- 

A 2 



43068 



278 



.PROCEEDINGS OF THE RAILWAY RATES TRIBUNAL. 



24 June, 1024.] Mr. William Vt 



cally to put it that way, but it is practically impos- 
sible unless you have a complete inventory of every 
asset.. Take this case. You buy one new sleeper now 
which costs 8s. 6d., for example; you put that into 
the line to replace one which cost 2s. 6cL some years 
ago. Are you going to capitalise the 5s. Gd.? 

5028. No, 4 am not, but surely we are dealing with 
very much simpler and broader figures, because we 
know that as a fact — take the case of the Great 
Western Company — they were not content with the 
provision which would wipe out the capital asset over 
an appropriate period of years, but they added a load- 
ing of 80 per cent., which, of course, very materially 
shortened the life of the asset so far as the amount 

necessary to provide P — I do not know 'whether 

the 80 per cent, is right or wrong. What they have 
done is they have provided a sufficient fund on their 
estimation to replace the asset at the end of its life. 

I would like to get back to sleepers. The Great 

Cross-examined by 

5031. First of all, 1 want to ask you with regard to 
that difficult question of endeavouring to compare like 
with like in 1913 on the one hand and the test year 

"on the other hand? — Yes. 

5032. More particularly the matters of maintenance, 
repairs and provision for renewals. You are 
acquainted with the Col-wyn Report, 1 take it? — 
Yes. 

5033. Have you a copy of it before you? — Yes. 

5034; I want to draw your attention to three pas- 
sages. The first passage I want to draw your attention 
to is on page 7 ; it is in the last complete paragraph : 

“ As early as 1916, the Executive Committee found 
that no less than 23 companies -were incurring expen- 
diture on maintenance, at the cost of the Government, 
which appeared to be excessive.” Then on page 29, 
there, again, the last complete paragraph, ive have a 
memorandum of instructions to the railway com- 
panies for the preparation of the accounts to be pre- 
sented by each controlled company to arrive at the 
amount of compensation payable by His Majesty’s 
Government, and the last paragraph on the right- 
hand side of page 29 deals particularly with the pro- 
vision for estimated expenditure liabilities? — Page 29, 
Appendix I. 

i 5035. Yes, page 29, Appendix I. : “ Provisions for 
list i mated Expenditure Liabilities, (c) In determin- 
ing the amount of revenue expenditure for the control 
period each company must follow strictly the method 
which regulated the preparation of the accounts in 
1913, and provisions to be made should be propor- 
tionate to the sums necessary for the half-year ended 
31st December, 1913. Particularly should this 
principle be observed in setting up reserves for depre- 
ciation or provisions for maintenaee of locomotives, 
carriages and wagons, permanent way, bridges, 
stations, <fcc.” There is one other passage which per- 
haps you would be good enough to glance at on 
page 64 of that same appendix. I see there that there 
was prepared, I take it by the Government’s advisers, 
an example of application of instructions appended to 
Circular Letter No. 483 issued to the railways? Yes. 

5036. What I want to ask you about is this. 
Have you got at the Ministry some material — I take 
it that you have somewhere materials showing how 
the railways proceeded generally in this matter of 
provision for depreciation? — Yes, we have. 

5037. Have you got material at the Ministry show- 
ing ? — Excuse me, provisions showing the pro- 

visions made for depreciation. 

5038. Covering these matters generally. I take it 
the position of the Government was that they con- 
sidered it their duty to collect in some shape or 
form and analyse what the railway companies were 
doing in 1913 for the purpose of comparison through- 
out the control period? — That is so. If you will 
look at page 32 of the Appendix you will find the 
form in which it was supplied to us. 

5039. So that may I take it that somewhere in the 
archives of your Ministry, if not in your own head, 
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Western Railway used 650,181 sleepers in 1923 ; I 
imagine about two-thirds of those would be renewals 
and one-third repairs; I do not know; take that as an 
assumption. Are you going to find out the cost of 
each sleeper replaced and the cost of labour in putting 
in that sleeper and capitalise the difference? If so, 
you are going to load your expenditure very, very 
much. 

5029. You know the cost of doing the work and 
buying the rails, and you spread that cost over the 
appropriate period of years? — My trouble is the rail- 
way line, and sleepers, and rails are not one asset; it 
is not like a man owning six motor cars. There are 
several million distinct assets in a railway, and if you 
apply the principle to one you must apply it to all. 

5030. Whatever the difficulties may be, the effect, 
you agree with me, is that you do get a capital 
account which may increasingly under-estimate the 
assets which it represents? — Undoubtedly. 

Mr. Wrottesley. 

there is a very close knowledge of really what tin; 
principles were upon which the railway companies 
jiroceeded in the year 1913? — In making the provision 
for maintenance, yes ; we know them all. 

5040. Including the setting aside of sums to 
depreciation? — Yes, mainly that. There are very few 
for provisions. 

5041. There may he other material which would 
also be useful to the users of the railways in 
endeavouring to arrive at this object which we are 
all trying to arrive at, but you have that, at any rate? 
— Yes. 

5042. Do you know whether your Ministry would 
be willing to place that material at the disposal of 
the traders? 

Solicitor-General : I do not think that is quite a 
question to ask the witness. That question requires 
consideration. The Ministry will consider whether 
we can give that information, or whether the Tribunal 
thinks we ought to give it. 

Mr. Wrottesley : If you please. I only wanted to 
get the fact out. 

Solicitor-General : The witness can say to his know- 
ledge what the Ministry have got, hut the question 
of whether they should he produced is, I think, for 
other people to decide. 

5043. Mr. 'Jepson : On this page 32 1 notice at the 
top of the account there is depreciation and suspense 
accounts. Of course, the trend of the evidence that 
we have had has been that depreciation and suspense 
accounts alone do not tell us much, if we are going 
to make a comparison between 1913 and some sub- 
sequent year, hut you have to take into considera- 
tion renewals and repairs as well as depreciation. 
Does this statement contain the element of renewals 
and repairs as well as depreciation? — That statement 
shows the provisions made to meet expenditure, not 
actual expenditure; we get that elsewhere. 

5044. So that if one of the companies in 1913 

instead of providing for certain sums by depreciation 
account spent heavily on repairs and renewals it 
would not be ■ ? — It is not here. 

5045. Would this table, therefore, he of any use 
in comparing the figures which it is desired to com- 
pare for 1913, and, say, 1925 ? — -They may be of 
some use. 

5046. It would not he of full use. For instance, 
Mr. Wrottesley, I take it, wants to get a fair com- 
parison of 1913, with 1925, or 1928, or whatever the 
year may be, and in order to get that fair com- 
parison he must have renewals, repairs, and deprecia- 
tion? — I think you must take them all; and I would 
like just to refer to the first quotation Mr. Wrottesley 
gave me on page 7 : “As early as 1916, the Executive 
Committee found that no less than 23 companies 
were incurring expenditure on maintenance, at the 
cost of the Government, which appeared to be exces- 
sive.” Speaking from memory, in 1922 the amount 
which the companies were spending on maintenance, 
as I have defined it, was not greater than in 1913; it 
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was an element of repairs only. Repairs were 
increasing and renewals were diminishing. We had 
a good deal of litigation with one company on this 
particular point; it is settled now, and I do not 
mind referring to it. There the principal point at 
issue was that while renewals had ceased, or largely 
ceased, not entirely ceased, repairs had increased, 
and that one should be set off against the other. 
You must regard maintenance as a whole. 

5047. Mr. Wrottesley : You appreciate that I am 
not so bold as to suggest that you were right or the 
railway companies were wrong? — “Maintenance” 
here in that paragraph has not the meaning I have 
been giving to it. 

5048. I was only using these paragraphs to refresh 
your memory to see whether you can remember the 
existence of material in your Ministry or elsewhere 
which might be useful to us upon that question? — 
Before we leave that document, I should like to call 
attention to the third paragraph on page 19. 

5049. Of the Appendix? — Of the Report. “The 
object the parties had in view, in formulating the 
original Agreement, was to guarantee to the com- 
panies their normal net receipts. ‘ Normal net 
receipts ’ have been defined as the net receipts of 
1913, and the companies have thereby been 
guaranteed, throughout the war the net receipts of- 
the most favourable year in their history, a year in' 
which there can be little doubt that abnormal sums 
were spent and provided on account of maintenance.” 
I thought you would like that reference. 

5050. I am much obliged. Of course the Solicitor 
General is quite right; it is not for you to say whether 
your Ministry will produce material, but you can 
tell me that there is such material which would bei 
useful to the users of the railway, at any rate, when, 
they are trying to analyse what was going on in 1913, 
the actual practice in 1913? — As regards provisions, 
yes ; and it is also in the possession of the railway 
companies. 

5051. Perhaps you could assist me a little further. 
Would that material be exclusively in your Ministry? 
Would it bo confidential ; not communicated to the 
railways? — It was communicated to us by the 
railways. 

5052. It was not done by an independent investiga- 
tion? — We have not communicated it to anyone, or 
any other Department. 

Mr. Wrottesley : I follow. 

5053. Solicitor-General : It is the railways’ material 
which has been sent to us? — That is so. 

5054. Mr. Wrottesley : It is material which the 
railway companies have got as well as yourselves? — 
Certainly. 

5055. Would you mind having before you the 

Act which we are endeavouring to construe, 
Section 58 (1) (a). The words are: “ a sum equal to 
5 per cent, on capital expenditure forming the basis 
on which interest was allowed at the end of the 
period during which the constituent companies and 
subsidiary companies were in the possession of the 
Government.” You remember those words? — Yes; 
but before you go on to that I would like to make an 
alteration in an answer I gave yesterday on this 
point; it was a slip on my part. It is Question 4918. 
The Lord Advocate asked me this question: “I 

understand that where work had come into use and 
had begun to yield revenue you did not always give 
full capital recognition to the item in interest, because 
it was being reflected to some extent in earnings; is 
that right? — Yes.” If I had stopped there it would 
have been all right, but I went on to say: “The 
interest ran from the date the work was brought into 
use in 1913.” 1 was wrong there; I reversed it. The 

interest in each year of control ran from the 1st of 
January up to the date corresponding to that upon 
which the work was brought into use in 1913. I 
reversed it. 

5056. The only other question I want to ask you 
upon this matter is this. There has been some 
reference, of course, and your Ministry has offered to 



lighten the load of everyone by preparing a certificate 
to cover this item? — Yes. 

5057. Was there in fact a sum, or was there capital 
expenditure, on which interest was allowed at the 
end of the period of control reading those words 
quite simply and literally? — I want to know how it is 
to be read. 

5058. Is it very difficult? — I am in difficulty in view 
of Sir Douglas Hogg’s argument on the point. 

5059. Were you allowing at the end oi the period 
of control a particular sum by way of interest? — We 
were under a legal liability to give a certain allow- 
ance for certain expenditure. I will put it in that 
way. 

5060. Was there such a period, or was there such a 
payment? — At the end of control there was a period. 
Before 15th August, 1921, certain payments were 
made on account; the actual payments have not yet 
been adjusted in all cases. 

5061. But there was a payment? — The last payment 
on account would be for 1920. There was no payment 
made for the broken period of 1921 in 1921. 

5062. There was a payment made in 1920? — In 1921 
on account of 1920. 

5063. Was it a sum which was arrived at in the 
way indicated in this sub-section? — A sum arrived at? 

5064. A percentage on a capital expenditure? — Yes. 

5065. So that I mean if the matter were not com- 
plicated by bringing in the fact that there have been 
subsequent negotiations it would be to give a certi- 
ficate following very closely the words of the sub- 
section ? — I do not know what you mean about the 
sub-section — negotiations. 

5066. As I understand, there have been negotiations 
going on from that day/ to this instant, and still 
proceeding? — Negotiations, no; examination, yes. 

5067. If you please; examination? — Of course the 
interest for 1921 was not compiled at loth August : 
the interest for 1921 had not been compiled. 

5068. What I was trying to get at was whether 
there was, read quite literally, a capital expenditure 
which formed the basis on which you were allowing 
interest — whether your Ministry, or the Government, 
were allowing interest at the end of the period of 
control? — There was a capital expenditure, yes. 

5069. T|be only other point on which I desire to 
ask you a question is this. You were giving us the 
instances of Capital which had been raised since the 
war, if 1 rightly followed you— it was not very easy 
to hear you — capital which had been raised since 
1913 by the railways redeemable, and you were deal- 
ing with that in connection with 58 (1) (5), the 
allowances under 58 (1) (6) ? — I think as a fact 58, 
apart from the sub-section. 

5070. Would you consider it from the point of view 
of 58 (1) (6), it was allowed and brought into account. 
The point, if I understood you rightly, which you 
desired to bring to our notice was this, I think, that 
if the railways were to use their revenue in future 
years to pay off that capital the result might very 
well be, and in fact would be, that in future years, 
future reviews conducted by this Tribunal, they would 
be in a position to say that by that amount their 
Standard Revenue had not been attained — assuming 
that case, that is the point, I think? — Yes. I rather 
put it in this way ; that the effect of redeeming such 
securities out of monies which contribute to net 
revenue, without other securities, reduces the’ amount 
brought in for review under 59. 

5071. Let me put it in this way; take this simple 
illustration; that a railway which otherwise would 
have exactly earned the revenue which this Tribunal 
intended a railway to earn might by paying out of 
revenue to redeemable capital be in a position to come 
before the Tribunal and say: We have not earned our 
Standard Revenue, and we ask for an increase? — If 
there was no safeguard, yes. 

5072. At present you do not see one? — I mentioned 
this point in order that a safeguard might be 
provided. 
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•5073. I think you come here as an independent 
witness, do you; not in the pay of the railway 
companies ? — Yes. 

5074. I want you to give an independent opinion; I 
think you have done so in connection with various 
questions which have been raised as to the treatment 
of depreciation under the double accounts system. 
You just now made a reference to the double account 
system, and you stated, I think, that depreciation 
taken on the life could not be worked on the double 
account system. Is that so? — No; I said under the 
double account system y'ou do not write down your 
assets ; you provide a fund for the replacement of 
them. 

5075. You provide a fund for the replacement of 
those assets? — Yes. 

5076. Now, depreciation comes in the other head- 
ings, repairs and renewals? — Yes. 

5077. They are all three together. Is it possible to 
separate depreciation from repairs and renewals? — It 
is possible, but it is dangerous. 

5078. Why is it dangerous? — You might do a repair 
which obviates the necessity of performing a renewal. 

5079. Quite. You have also said, I take it, that you 
disagree with the double accounts system in this re- 
spect, that there is no basis which is provided by an 
inventory of assets? — I did not say I disagreed with 
it. I agree there is no inventory of assets at a market 
valuation. 

5080. Would not it be necessary in order to get at 
a proper account of depreciation to get, in the first 
place, an inventory of assets? — I do not think so, and 
it would be very difficult to do. It would cost probably 
£7,000,000 to do it. They have been trying to do it 
in America since 1912, and have not yet finished. 

5081. But it- could be done, I take it? — Yes. 

5082. Say to-day you made up your mind to take 
an inventory ; you simply give an order and the 
millionaire- railway company says : We will take an 
inventory? — Yes; and its valuation at present prices. 

5083. That would be a wise provision? — Yes; it 
would reduce unemployment considerably. 

5084. Would it be a wise provision? — No. useless. 

5085. You have got to take an inventory? — I do 
not agree that you have got to take an inventory to 
calculate depreciation. 

5086. But you must have a basis? — Yes, but you 
do not want an inventory with a market valuation. 

5087. I on must take an inventory of assets before 
. v °u begin to value? — You must know what assets 
you are depreciating. 

5088. And you want an inventory? — Certainly. 

5089. And then against that inventory you put 
values? — You set aside the amount necessary to 
replace it. 

5090. You put values in the first place? — No. I do 
not. I would put opposite each article which is to 
be provided for the amount necessary to replace it. 

5091. Obsolete items would not come in; they would 
have been scrapped ? — Yes. 

5092. Therefore they would not go into the inven- 
tory ?— No. 

5093. Therefore it is absolutely necessary, in the 
first place, to get an inventory of things which do 
not comprise any thing which is obsolete. That is 
so, is it not? — I presume it is so. 

5094. You admit that? — I am not admitting any- 
thing; I am trying to understand your point. 

5095 . I take it it is a very simple point; it is a 
simple point to me, that if you get an inventory you 
get a list of assets first? — Yes. 

5096. And after you have got your list you put 
down your values? — No, I disagree. I say you put 
down the amount necessary to replace that asset. 

5097. Surely you must get an inventory before you 
can begin to writ© down anything? — You say after 
you make up the inventory you put opposite each 
asset its value. 

5098. No, I do not? — I thought you did. 

5099. I say that you have got to make an inventory 
and leave out the obsolete assets. Y'ou are putting 



into my mind the suspicion that there might be 
obsolete assets included in your inventory? — No, I 
am not. 

5100. Why mention it? — Y’ou mentioned it; I did 
not. 

5101. 1 did not mention the fact that obsolete assets 
should be put in any inventory ; if they are obsolete 
they should be systematically left out? — I absolutely 
agree . 

5102. To get the depreciation you must first get 
your inventory, which you have not got? — Which I 
have got. 

5103. You have not got it? — We were talking in an 
abstract way; I have got it. If I were doing some- 
thing I would have an inventory first, undoubtedly. 

5104. Have the railway companies got these 
inventories; has each company got one? — I am sure 
they have. 

5105. And therefore they could write down their 
depreciation year by year? — Undoubtedly. 

5106. I do not know whether it is in or not in the 
accounts. We have not had any . statement of how 
the railways write their depreciation down? — Y’ou 
have had several instances of it. 

5107. Can you give me the account? — It is in the 
notes of the evidence in several cases. 

5108. Can you give me the account? — What 
account? 

5109. The accounts in which the railway companies 
write down their depreciation? — No. An account 
would not show how a thing is done, but it- would 
show what was done. 

5110. That is what we want? — It shows a certain 
amount was spent or provided for maintenance in a 
particular year. 

5111. Cannot you give us this inventory, wagons, 
coaches, locomotives, stations, permanent way, and all 
the track, valued at so much per mile. It is easily 
done. If this millionaire company, or any one of these 
millionaire companies, would say it is to he dene it 
would be done. You say there is no account in at all 
showing how the companies have written down depre- 
ciation? — An account does not show how a thing is 
done : it shows what is done. 

•5112. Where does it show what is done? — In the 
published accounts. 

5113. We have got your figures ;• these are your 
figures? (Indicating) .■ — They are. 

5114. Can you tell me in which account the 
depreciation is taken away from the renewals? — Will 
you turn to Abstract A? 

5115. Y’es It follows Account No. 10. You will 

see in group 1 an item for renewal of running lines, 
£255,000, and you will see at the foot of that account 
an item of £31,000 transferred to depreciation fund. 
The first item refers to renewal of permanent rvay ; 
the second refers to a. provision made for some form 
of depreciation; I do not know what. 

5116. That is a transfer to depreciation fund? — Yes. 

5117. But that means nothing really, a transfer to 
depreciation? — It means that £31,000 was charged to 
revenue and put to reserve for depreciation in that 
company. 

5118. It means that you transferred to a deprecia- 
tion account a fixed sum in round figures? — A sum of 
£31,000 rounded off to the nearest pound. 

•5119. That is group 1 ? — Yes. 

5120. And the total is £239,000? — The total on that 
abstract is £239,699; I do not know the shillings and 
pence. 

5121. That shows depreciation? — That shows a 
transfer to the depreciation fund in that year after 
allowing for the depreciation incurred; it is a net 
transfer. 

5122. It is simply a transferred item? — The net 
amount transferred in that year. 

5123. It does not give any particulars as to what 
depreciation is intended? — It is depreciation in 
respect of maintenance, renewal of way and works. 
If you go to the next account you will find locomotives, 
next carriages, and next wagons. 
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5124. Now, the three heads repairs, renewals and 
depreciation. Now, if you simply allow for the first 
two heads at the end of a given period you have your 
coaches standing up, and they ought to he summer- 
houses instead of coaches, or something like that, or 
have been scrapped? — I do not know. 

5125. That is a very important point from the point 
of view of the passengers ; and 1 submit to this 
Tribunal that you have got a lot of stock which ought 
to be scrapped, hut you leave it there, and you put a 
value on it? — No, I do not. I say that you set aside 
the amount necessary to replace it. 

5126. But you have been patching, patching and 
patching that rolling-stock up and there it stands on 
its legs, ox' its wheels? — Yes. 

5127. But if you allowed for depreciation in the 
proper way and dealt with it scientifically year by 
year you would have written off so much? — I do not 
agree. I say that you would write into the balance 
sheet the amount necessary to replace the wastage 
incurred in that year. 

5128. That is really where we differ. You are 
arguing on the double account system, and I am 
arguing on the commercial system? — The double 
account system is a commercial system. 

5129. Take the London and North Eastern Railway, 
which 1 think Sir William Plender dealt with. Take 
your balance sheet account No. 8? — What year is 
this. 

5130. The current year? — The balance sheet? • 

5131. You have got debit and credit; in the first 
place the credit items are debit balance? — Yes. 

5132. So there is a misnomer there in the first place. 

Then you come along to the capital account. You 
have got everything right in balance at debit thereof 
as per Account No. 4, £21,596,258? Yes. 

5133. Can you tell me in what way that is repre- 
sented by actual works?— Will you turn to Account 
No. 4? 

5134. In this? — In that. You will find there the 
company have expended on capital account 
£338,000,000 and thev have receipts amounting to 
£317,000. 

5235. That means nothing? — It means there is a 
difference of £21,000,000 between those figures. 

5136. I t means this, that you really raised so much, 
and on the other side you allocated it in certain 
directions? — We have not allocated. They are two 
distinct transactions; you have spent some money and 
you have raised some money opposite it. 

5137. Then you spend it on actual things, whether 
that is spent in any given year or in that particular 
year. That, I take it, it is the Tribunal’s duty to 
dissect and find out? — Undoubtedly. 

5138. And that is the whole point of this dis- 
cussion as to whether proper depreciations have been 
written off against this given year, 1913?— Yes. 

Mr. Wnrrall: Therefore I think we ought to have 
an account showing whether that is the case or not. 
That is my point, Sir, whether proper depreciation 
has been written off in 1913 showing there is no 
obsolete rolling stock valued with your tremendous 
number of millions which should represent actual 
rolling stock for which there is no inventory and 
which are purely hypothetical. I ask respectfully 
that these railway companies should put in an 
inventory, of all their assets showing how they have 
written down their assets. That is my point, Sir. 

President : Thank you. 

Solicitor-General : There still remains, Sir, the 
question as to whether we can formulate any common 
set of questions. 

President : 1 do not know whether the Lord 

Advocate was here last night when the Solicitor made 
a suggestion ? 

Lord Advocate : Yes,' I was here. 

President: I beg your pardon; I was not quite 
sure. He suggested that a common set of questions 
might be formulated by the railway companies and 
the traders, with the assistance of the Ministry of 
Transport, in which the questions that you desired 



our opinion upon should be stated with the precision 
that you would like them to be stated in order that, 
we might give a clear opinion upon them. 

Lord Advocate : I need scarcely say that I gave 
careful attention to that suggestion. I do not think 
it would be desirable that questions should be framed 
in concert, for this reason, that we would find our- 
selves endeavouring to adjust what would in effect 
be a special case. What I had in contemplation was 
that when I have concluded my address to the 
Tribunal, after hearing my learned friends, I would 
be in a position, I think, to make submissions to you 
on a series of points. 1 think we would get on much 
better, if I may respectfully say so, if we make our 
submissions each in our own way, because I am sure 
you will realise, from the practical point of view, 
that when you have to submit your propositions to 
somebody else who proceeds to pull them to pieces, 
the process is both prolonged and controversial, and 
it is exceedingly difficult to get a common statement. 
Our experience in preparing special cases is that it 
is exceedingly difficult to get agreement in exact 
formulation. I think if we submit, each of us, what 
we consider to be our material points in our own way, 
you would then, as the Arbiters over us, be in a 
position to select the points which you consider 
necessary for your decision in order to reach your 
judgment. T respectfully offer that suggestion to 
you for your consideration, because I think the other 
process is one upon which I should not like to embark. 

President: It is very difficult to foresee the result 
of answering three sets of questions, is it not? 

Lord Advocate : That is true. 

President : It was further suggested that this pro- 
ceeding should be agreed upon in some way between 
the parties, although it was in the nature, as Sir 
Douglas said, of an interlocutory proceeding which 
would be capable of being taken up to the Court of 
Appeal for the purpose of correcting any wrong 
decision at which we might have arrived. 

Lord Advocate : I hope when I have concluded what 
I have to say it will appear that there are not many 
questions of law to be decided at all. There will be 
points to be decided — questions of fact and of opinion. 
But in the first place I should like to be the master 
of my own submissions and not have submissions made 
by other people for me, or which were the result of 
compromise with other people. 

President : I see the benefit of that, but suppose at 
the end of the day they say: “Well, we did not 
want any opinion about that. What, we wanted was 
an opinion upon, those 11 questions that Sir Douglas 
Hogg has been good enough to submit to us, or the 
questions the Solicitor may submit to us.” What 
are we to do then? 

Lord Advocate: I should have thought, Sir, you 
would have required to give a decision upon any point 
which any of the parties chose to submit as the 
question on which they desired a decision. If you 
thought it was material to your decision that is to 
say, if in reaching your decision on any part of this 
case you had on the way to it implicitly to decide 
some question of principle, that you would decide- 
that principle as you were proceeding to adjust your 
result. 

President: Take the initial point that probably 
may be at the head of each set of questions : Whether 
the system that you have adopted of finding out the 
net revenue is the correct one? You may submit one 
view, while Sir Douglas Hogg submits another, and 
the Solicitor may. submit another. Which of those is 
the crucial one in which, you are all interested in hav- 
ing determined? What is the use of doing three, 
different solutions? After all, we have not decided 
anything, have we? 

Lord Advocate : But would you not in those cir- 
cumstances select of the three points thus submitted to 
you the one which seemed to you to be the sound one? 

President: I am only trying to ventilate this 
question. ' 

Lord- Advocat r : Wo all want to help the Tribunal, 
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President : Suppose it is used for the purpose of 
going to the Court of Appeal, as I hope it will be. I 
mean it is obvious that we must get right solutions 
upon these things. Suppose they say: “ He never 
answered such a question as we put to him. He 
answered the Lord Advocate. We were not interested 
in the Lord Advocate at all.” 

Lord Advocate : 1 think you will find that the ques- 
tions which each of us will submit will really be the 
counterpart of each other. 

Solicitor-General : 1 agree. 

President : That is the point. Would you think it 
advisable in the first instance to attempt to put cer- 
tain questions upon which you might be agreed, they 
being counterparts of each other ? I quite agree with 
you that I do not want to take the control of the pro- 
ceedings out of your hands or put them into anybody 
else’s, but do you think you could make an effort 
between you in the first instance? 

Lord Advocate : I should certainly most gladly con- 
sider any questions that were formulated by my learned 
friends on the other side, and I would equally, if 
you pleased, communicate to them the questions which 
we would propound. But if at the end of the day 
we would have to sit down round a table, so 
to speak, and endeavour to bring these questions to 
a common denominator, that is the task that I look 
upon with a little apprehension. You are quite 
familiar with the fact that each person when he 
frames a question inevitably tries to frame it with 
a bias. One knows that human nature being such, 
it is difficult to get questions framed in the abstract, 
and I am not sure that we should be able to come 
to an agreement upon the actual form of the questions. 
That is what I am looking to at the end of the pro- 
cess; but if we exchanged our submissions it may be 
that that difficulty would not arise. 

Presiden t : Would you mind in the first instance 
making an effort to try to formulate a single set of 
questions, reserving to yourselves the right, as you 
would have in any case, of disagreeing? 

Lord Advocate : My suggestion made in consultation 
this morning was that when I had finished speaking 
I would suggest that if it was your pleasure I might 
embody analytically in a paper the real points of 
principle which I have been endeavouring to argue. 
The suggestion is that if I do that I should send a 
copy of it to the other parties interested, and they 
might possibly assist the process by sending me any 
which they desired to formulate in the same way and 
we might then find that the difficulties I envisaged 
did not arise; I. do not know. 

President : I daresay you will clarify the position 
very much when you come to address us. It may be 
that you will conciliate such opposition as regards the 
form of the questions as appears to exist at the present 
time. 

Lord Advocate : The only note of warning I desire 
to sound is this. There is a. difficulty when you have 
no written pleadings — and we have none here — at 
the end of the day in reaching agreement upon 
questions which the parties desire to submit in the 
form of questions. It is, as you know, always a 
difficult matter to do that, and one’s general 
experience is that those questions are to some extent 
at the end of the day, when you have a special, case, 
compromised. I am anxious to get a clear decision, 
and I have no doubt my friends are in the same 
position. 

Air. F. G. Thomas-. May I say, as far as my clients 
are concerned, that we certainly would do all we 
could to simplify the task of the Tribunal, which we 
recognise is a difficult one, of putting the true con- 
struction upon these various phrases in the Act. It 
really comes to this, that there are three sets of 
statements, in a sense, that have to be considered. 
There is first the point of the particular words which 
have to be given a meaning; then there would be 
the submissions made on behalf of the railway com- 
panies by my learned friend, and then there would 
he on the other side the submissions as to the true 
effect which would be made on this side. I am not 
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sure that my learned friend is not right in saying 
that lie is entitled to make his own submissions, and 
we should be entitled to make ours ; but I think what 
would be in your minds is that they should lie sub- 
missions relevant to a particular point, and it is 
with regard to the elucidation of that particular 
point that we should be at one in desiring to give 
assistance in reaching the solution which you regard 
as the right one. 

Ljord Advocate : May I make a practical suggestion? 
After the hint which you have thrown out to-day. 
perhaps we might conclude our addresses and resume 
this discussion after you have heard the whole of us. 
Then we would see exactly where we were. I think 
we might decide with more comfort after all of us 
have made our addresses if you would give us the 
opportunity of then discussing with you what we 
should do to assist you after you have heard us all. 
Certain points may disappear after we have reached 
that stage. 

President: Just as you have our sympathy, 1 

daresay you have some sympathy with us. 

Lord Advocate : The most profound. 

Mr. F. G. Thomas: Then, Sir, it falls to me to 
address to you some observations and arguments irpon 
the various points which have emerged in the course 
of this preliminary enquiry. I, of course, desire 
generally to adopt the submissions and arguments 
which have been addressed to you on behalf of the 
traders generally by my learned friend, Sir Douglas 
Hogg. 

It would appear, I think, from the common ground 
between both the railway companies and the traders, 
that the initial point which requires decision is point 
No. 1 in Sir Douglas Hogg’s address: What is the 
meaning of the expression “ aggregate net revenue ” 
in section 58 of the Railways Act? Upon that, Sir, 
I would like to say this: We have had very helpfid 
and very valuable evidence given by Mr. Wood on 
behalf of the Ministry of Transport, The Ministry 
of Transport, of course, has had unique opportunities 
of studying these accounts having regard to their 
duties when the Government were the guarantors of 
railway revenues during the period during which the 
railways were in the possession of the Government 
He commended to you the method adopted by the 
railway companies, which was the fourth alternative 
suggested; but I do feel that some of the difficulties 
which seemed to me initially to bar the adoption of 
that construction have been materially lessened in 
the progress of this Inquiry by the view which is now 
taken as to the airthority of the 1913 published 
accounts. My own view, Sir, which I would submit 
to you, is that had it been intended that the 1913 
accounts as published were conclusive, there would 
have been the gravest difficulty in putting upon the 
expression “ net income ” at the conclusion of 
Revenue Accounts No. 8 a different meaning from 
“ net revenue ” in section 58, and that had it been 
part of the companies’ case that those accounts must 
be regarded as conclusive, I think one would have to 
turn to account No. 8 as the authoritative account 
for showing what the net revenue really 

is. But we have gone beyond that point- 

now and you are now relieved, I think, of the 
necessity of deciding the point as to the authority 
for the 1913 accounts, because they are only sub- 
mitted to you now as evidence — the railway com- 
panies say the best evidence — of wha.t the net revenue 
really was. But they are no more than evidence, 
and the net revenue would have to- be ultimately 
decided, not on the actual figures in those accounts, 
but after inquiry which would enable any inaccuracies, 
whether favourable t-o the traders or to the railway 
companies, to be ascertained. That being so, I ,.o 
not want in any way to argue this point on the one 
construction or the other. T merely wish to indicate 
that if you feel that that is a. proper construction 
to place upon those words, or that the construction 
should be given in the way the railway companies 
have presented the case, which the Ministry of Trans- 
port. tells you is the most convenient course — if you 
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feel able to do that, I think the difficulty of adopting 
that view is materially lessened by the view that is 
now taken of the 1913 accounts. 

But if that is so, we come to this, that the figure 
which will then be arrived at — and I assume for the 
moment that you take the view which is taken by 
the railway companies and the Ministry of Transport 
— that if that view is taken, the figure which will be 
arrived at as the aggregate net revenue for 1913 will 
be the figure which represents the fund which was 
available — and properly available — in 1913 as 

remunerative for capital which failed to be remunera- 
tive in that year. 

I think, Sir, I might usefully refer to one or two 
observations of the Lord Advocate appearing upon 
page 8 of the proceedings on the first day, when he 
was explaining to yon how he regarded this total 
aggregate figure. At about the middle of the right 
hand column of page 8 he said: “Well, then, the 
accounts of the railway companies -prepared under the 
1911 syistem show what were in 1913 the funds avail- 
able for tli at purpose, the funds available after all the 
working expenses had been met — what was left over 
for the purpose of the remuneration of capital. That 
is the sum which really you want to get at, if you 
look at it in the largest sense — the sum which you wane 
to get at, because that is the sum which is to be 
yielded by the charges to be imposed in favour of the 
persons who have supplied the capital of the com- 
panies.” Then he says: “Now these accounts, were 
prepared for the express purpose of bringing out those 
sums — the sums of money which remained after you 
had brought into account all that you got, and had 
debited all that you had laid out.” 

Then I would like also to refer to a passage in the 
right band column, and nearly at the bottom of page 
9, when he said : “ That figure, when ascertained, 
would be the net income of 1913 available for 
remuneration of capital, and other appropriations to 
reserve, and for purposes at the discretion of ” — I 
think it should be “ the public ” ; is not that sop 

Lord Advocate : Yes; I have marked that. 

Mr. F. Cr. Thomas: “ Which would be, in short, the 
sum which, after they had met the outgoings, after 
they had worked their railway for the year and made 
all their charges and everything' else, would be what 
would be left over at the end of the year for the 
remuneration of their capital.’ Now, Sir, if that is 
the true view, I think it has certain consequences of 
the other parts of the companies’ claim which I shall 
point out to you in a few moments will be very 
material and very adverse to the view -which the rail- 
way companies are submitting. That is the point with 
which I will deal when I come to it in the order of the 
section. 

Now, Sir, on the question of bringing into unison 
the accounts of 1913 and the accounts of what has 
been termed the “ ideal year,” I do feel that the 
suggestion which Sir Ralph Wedgewood made was a 
very valuable suggestion, and one which on the whole 
probably would lead to the least difficulty, namely, 
that the final fixation of the standard revenue should 
await the preparation of the ideal figure which would 
then enable the relative treatment of particular 
problems for the two periods to be considered side by 
side. I feel that once you have really fixed this stan- 
dard net revenue — fixed the elements which form the 
aggregate net revenue for 1913 — it would then be very 
difficult to do more than consider the accounts of 
future years on the basis of what was the appropriate 
allowance to be made in those accounts. Therefore, 
if, as we agree, and, as I understand, is the desire of 
the companies, substantial justice is to be done, it 
probably would be the more convenient course to 
adopt, and one which would, at any rate, leave you 
free before fixing the 1913 figures to have in mind 
what the programme proposed by the companies was. 

President : Is that a point on which Sir Douglas 
concurred, as far as you remember? 

Mr. F. G . Thomas : I am not sure whether that 
would be so. T am. only really addressing to you my 



own view, and I do not wish in any way to prejudice 
the views which may be taken by others. 

Now, Sir, I think the only other observation I would 
like t5 make upon the section is that I would like to 
say one word as to the use of the words “ equivalent 
to the aggregate net revenue in the year 1913 ” as 
distinguished from the more simple word “ equal.” 
1 think that that does involve that adjustment of the 
accounts which I believe now is common ground. It 
means “ equal value,” not necessarily arithmetical 
equality. 

There is also another point upon some previous 
words which, and perhaps it might be convenient for 
mo to tell you what my submission would be upon 
them. It is in agreement with that which Sir Douglas 
Hogg submitted to you on the words “ so far as prac- 
ticable.” I think the railway companies’ construc- 
tion of “ so far as practicable as really meaning 
nothing at all, is really negatived by the inclusion in 
the section of the words “ in the opinion of the Rates 
Tribunal.” I think, Sir, your subjection to the minor 
conditions of human frailty, and as to the absolute 
authority and certainty of your decision, is covered 
by the words “ in your opinion.” You have to arrive 
at a sum which “ in your opinion ” will produce a 
certain result. But when you come to the words 
“ so far as practicable ” you are going beyond that, 
and you are giving there to the Tribunal discretion 
to fix rates which will in their opinion be insufficient 
to provide that revenue, if in their view the imposi- 
tion of such rates would be injurious to the public 
and ultimately injurious to the interests of the rail- 
ways. That, Sir, is the only point that I desire to 
make upon the first part of Section 58. 

Now, Sir, that brings one to the construction of 
the three heads (a), ( b ) and (c). Upon that I would 
like to say at the outset that there does seem to me 
to emerge from these provisions a certain general 
principle of additional remuneration to the railways 
which is subject to certain definite qualifications and 
modifications ; but it is the general principle by which 
these considerations of the additional remuneration 
is governed. The principle seems to- me to be this, 
that taking the revenues of 1913, the figure' which 
is stated to be the figure in 1913 was available after 
all charges had been made to remunerate the capital 
of the company. Taking that meaning, and attach- 
ing to that meaning, I think, the only meaning which 
can really be put upon the word “ capital,” namely, 
that it means the figures of capital obligations which 
are shown in the capital accounts, then what is 
sought to do is, so far as there come into existence 
additional claimants against that fund, they should 
be met by additional revenues. In other words, that 
as more capital is raised or provided, as appearing 
in the capital account, so that fund available for 
distribution is watered, or would be watered other- 
wise by the inclusion of that additional capital, there 
shall be put into the account to obviate that 
injustice to the shareholders adequate remuneration 
for the addition to the capital. That is the 
principle which appears in paragraph (6) of the sub- 
section, and I think it is very important to keep 
in mind that it is the principle which governs subse- 
quent provisions. It is the permanent method of 
meeting the obvious right of the railway companies 
to have their funds available for dividends and 
interest increased as the charges upon that fund are 
increased by the issue of additional stock or of addi- 
tional Debentures. 

Therefore, Sir, I would like at this moment to call 
your attention to the provision in Section 59 which 
deals with after revisions. The words to which I 
attach importance are in subsection 3, where it says : 
“ If on any such review the Rates Tribunal find that 
the net revenue or the average annual net revenue 
obtained, or which could, with efficient and economic 
management, have' been obtained, by the company 
during the period on the experience of which the 
review is based is substantially in excess of the 
standard revenue of the company, with such allow- 
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ance (if any) as appears to the Tribunal necessary 
to remunerate adequately any additional capital 
which may have been raised or provided in respect of 
expenditure on capital account incurred since ‘the date 
upon which the standard charges were fixed in the 
first instance, the Tribunal shall, unless they are of 
opinion that owing to change in circumstances the 
excess is not likely to continue, modify all or any of 
the standard charges and make a corresponding 
general modification of the exceptional charges of the 
company so as to effect a reduction of the net 
revenue.” But it is after bringing into account an 
allowance for additional capital raised or provided 
in respect of expenditure in respect of capital account 
incurred since the date on which the standard charges 
were fixed. So that all that is to be added there 
has nothing whatever to do with capital expenditure. 
I shall show how, in a moment, I think, you adjust 
those. 

It is not a question of what the capital expendi- 
ture is. The question is what are the additional 
obligations on the railway companies which the rail- 
way companies have to honour in order to meet the 
reasonable expectation of their stockholders? It 
is not until the expenditure results in an additional 
drain upon the revenue — the fund available for 
remuneration of capital — that it is brought into this 
account and is to be reflected in the right to increase 
rates. I venture to think that that is a just thing. 
If it is right, as the railway companies tell you, 
that all . these charges for general interest, " for 
bankers’ interest, and for interest on superannuation 
fund, should be deducted and treated as really of the 
nature of working expenses, then it is manifestly 
fair that that revenue fund should not be inflated 
until it has to meet additional charges, and it can 
only have to meet additional charges in the form of 
additional stock or additional debentures. 

Now that, I venture to think, is the general prin- 
ciple upon which the additional remuneration is to 
be given for capital raised or provided. I think 
the word “additional” is of vital importance. 
Additional to what? What is it to be additional to? 
Suiely it is — and upon that I think ivf r . Quire v 
agreed when a question Was put to him on that point 
— that it means the capital additional to the capital 
which was entitled to make claims on this fund in 
1913. The 1913 standard is given to remunerate the 
capital which had to be remunerated in 1913. The 
aggregate net revenues were given for that purpose. 
Additional capital when it comes intoi existence re- 
quires additional remuneration, and it is in respect 
of additional capital over the 1913 capital that the 
remuneration is required, and, as is very proper, is 
given by the Railways Act. 

That being, as I venture to submit, the general 
principle, one has to consider two very important 
exceptions to that principle which are contained in 
paragraph (a) and paragraph (c) of sub-section (1) 
of Section 58, where that principle is departed from 
in terms. What has to be remunerated is not capital 
but capital expenditure. It is impossible, I submit, 
in regard to these paragraphs to suppose that those 
who drafted them were fully alive to the distinction 
between “capital expenditure ” and “ capital.” The 
two words “ capital expenditure ” in the one case 
and 1 capital ” in the other are used obviously to 
express two different things. And when you come 
to clause (a), what is enumerated there is not capital 
but capital expenditure. Now, Sir, that is, as I 
say, a divergence from the general principle, and I 
think this has an important bearing on the true con- 
struction of these words. The railway companies 
while in the possession of the Government had made 
certain claims for interest in respect of certain capi- 
tal expenditure, and "lose claims have been allowed. 
What I think is the purpose and effect, in my sub- 
mission, of clause (a) is to prevent the railway com- 
panies from being deprived of the advantage of those 
airangements so far as they were concluded arrange- 
ments during the time the railways were in the 
possession of the Government. 



You see, Sir, what the effect of that is. It is quite 
true from the point of view of the railways that it 
gives them the benefit of the agreements that they 
have come to with the Government as to what 
expenditure should be remunerated during that 
period, and it takes the position as it was at the end 
of the period of possession. The railway companies 
are not deprived of that, but in respect of that 
expenditure, you, Sir, are deprived, and the traders 
are deprived, of any opportunity of investigating it 
or of applying to that expenditure those principles of 
criticism which are set out in the Act as appropriate 
when capital expenditure has to be considered. Take 
the element of enhancement of value, for example. 
That is a point which you are called upon directly to 
address your minds to when you consider capital 
expenditure generally, but that discretion has gone 
with regard to the capital expenditure to be included 
under (a). 

There, I venture to submit to you that (a) did not 
in terms, and did not I think clearly, give the rail- 
way companies anything more under that head than 
had been definitely settled at the date when the rail- 
ways were handed back to the companies by the 
Government. To the extent that the Government had 
then tied their hands by agreeing these interest 
charges on capital expenditure, that arrangement was 
honoured and the railway companies were given an 
order for 5 per cent, in regard to that expenditure, 
but no more ; and so far as expenditure was not a 
subject of agreement at that time then I think it 
would fall under the general principle which is dealt 
with in paragraph (6). 

Now, Sir, the only answer to that, in my submission 
is that the Government’s power in relation to the 
railways, except in regard to adjustment and re- 
adjustment between the railways and the Government, 
to affect the position of the public and the traders 
ceased on loth August, 1921. We ought not to be 
bound by any arrangement come to between the 
Government and the railways after that. When they 
handed back the railways to the companies their 
power to bind this Tribunal or to bind the traders 
ceased. 

I think also it is material to notice that there are 
the words in the clause “ was allowed.” We know 
very well that we have reached the stage of this settle- 
ment of standard rates at a later period than was 
certainly anticipated originally, and one finds it 
difficult to believe that Parliament authorised that you 
should be bound by figures which even to-day are un- 
ascertained. We are told that even to-day, if the 
construction given by the railway companies is the 
right one, this figure is not even now available as a 
figure for your consideration. Can it be supposed 
that what was intended was not to have a figure 
which was definitely ascertainable at the time (he 
Railways Act was passed, because you will remember 
that the Railways Act received the Royal Assent, I 
think, four days after the railways were handed back 
to the companies. Therefore, I venture to think it 
is clear that Parliament had in mind a figure which 
was ascertained at the date when the Act came into 
operation. 

Then that brings me, I think, to paragraph ( b ), 
and I would like to say a word in the first place on 
the distinction which is made in paragraph (b) 
between a definite rate of interest and “ such allow- 
ance.” Of course, Sir, as you see, the definite rate 
of interest in paragraph (a) is a 5 per cent, rate on 
capital expenditure ? 

President : Yes. Do you understand that as not 
being definitely expenditure of capital or an expendi- 
ture for capital purposes? 

Mr. F. Cl. Thomas: Under (a) I think we are 

really tied by the facts as they existed on the 15th 
August, 1921. I think, Sir, that our power to 
analyse these arrangements really is substantially 
ousted by that paragraph. I think that there ail 
that you, and I think we, are entitled to enquire is 
in fact, on the 15th August, 1921, what capital 
expenditure had been included and agreed as having 
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appropriate rights to interest. I think it is a 
question of fact, and in the view which I submit it 
would be covered by the certificate which I understand 
the Ministry of Transport are in a position to give, 
which would show the state of facts as existing at 
that time. 

When you come to paragraph (6), there it is “ such 
allowance.” It is not there a definite figure, and 
that, I think, is the consequence of two underlying 
facts which have to be considered. In the first place, 
you cannot fix a definite rate of remuneration as the 
necessary rate of remuneration for capital, because 
capital may be issued under very varying conditions 
according to the conditions of the money market. It 
would be unjust to give a general rate of remunera- 
tion which would be the proper rate possibly for 
capital which was raised under the worst conditions 
of the money market and apply that condition to 
capital which was raised under very much more 
favourable conditions. Therefore, what you are asked 
to do is to find out what allowance is necessary. 

President : Allowance for what? Allowance on the 
charges ? 

Mr. F. G. Thomas : It is a sum of money. 

President : Yes. 

Mr. F. G-. Thomas : It is an addition to the revenue 
fund of 1913. 

President : Yes; but the form of the section is that 
the charges are to be fixed so as to bring in a certain 
sum with an allowance — together with an allowance. 
Does that mean you are to put the rates higher or 
lower in order to give this remuneration, or are you 
going to fix the sum on the capital? 

Mr. F. G. Thomas: No, Sir; I do not think it is 
quite that. You have to arrive at a figure of 
standard revenue. Now in that figure of standard 
revenue to which the companies are to be entitled are 
various sums. There is one sum which is to be the 
aggregate of the net revenues of 1913; there is another 
sum which is the result of this 5 per cent, on the 
Government agreed expenditure, and there is another 
sum which will represent the allowance which you see 
fit to make for the capital expenditure. 

President : It is an allowance which may be 
necessary “ to remunerate adequately.” 

Mr. F. G. Thomas : Yes. It is an allowance which 
in total lias to be added to the other sum in order 
to arrive at the standard revenue. I feel sure that 
the reason that I have expressed must be the correct 
one, because otherwise unless some figure was added 
to the revenue of 1913 to remunerate additional 
capital, you would have the remuneration of capital 
as a whole brought down below the 1913 standard by 
reason of the inclusion of additional capital issued 
since that date. Therefore, Sir, I think when you 
come to the question of fixation of rates 

Mr. Jepson: I do not know whether there is any 
point in this. It seems to be perfectly clear, and you 
have agreed, that (a) ( h ) and (c) are additions to the 
aggregate net revenues of 1913. Whether the aggre- 
gate net revenues of 1913, plus these three additions, 
are called standard revenue, or whether standard 
revenue is taken as the aggregate net revenue for 
1913 only, 1 am not quite sure. Were you trying to 
make that point? 

Mr. F. G. Thomas : No; I construe it that standard 
revenue did include these elements. 

Lord Advocate : I take that view too. 

Mr. F. G. Thomas : I think we are on common 
ground there. 

Mr. Jepson: That standard revenue is inclusive of 
the whole? 

Mr. F. G. Thomas : Yes — inclusive of the whole. 

Lord Advocate: Yes. 

Mr. F. G. Thomas: You see, Sir, it says “such 
allowance as may be necessary.” The word 
“ necessary ” there is distinguishable from the word 
“ reasonable ” in the next paragraph. I think that 
must involve a fairly simple ascertainment of the 
appropriate figure and, subject to one qualification 
which I would like to make in a moment, I think that 
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we may take, at any rate, as the maximum addition 
the actual cost of raising the capital. Take as an 
illustration the very large amount of capital which 
was not, I think, raised, but which was provided as a 
result — at any rate, I will not use controversial terms, 
but it was capital which was issued by the Great 
Western Company to those who were the owners of 
the Swansea Harbour Trust, and was issued to them 
in lieu of money for the purchase of their undertaking. 
Now, Sir, that undertaking, of course, when pur- 
chased, comes into the whole undertaking and con- 
tributes its share of net revenue, and therefore, of 
course, it is only reasonable that the capital which was 
issued to acquire that undertaking should have addi- 
tional remuneration. But that capital was issued on 
a 5 per cent, basis — 5 per cent, stock. The Great 
Western Company claim 6 per cent, in regard to that. 

Now, Sir, I regard that as a wholly inadmissible 
profit on that transaction having regard to the inten- 
tion of the Act, that the maximum to which they are 
entitled is the amount — it is not a matter of opinion ; 
it is a matter of fact — which those who found that 
capital were content with as the remuneration for 
that particular capital. Can it be said, in view of the 
fact that those who took that stock were content with 
5 per cent, return on capital, that that was not 
adequate remuneration ? You have the very best test 
of adequacy of remuneration from the fact that the 
stockholders were content to take it on those terms. 
It might not apply in the case of the Swansea Har- 
bour Trust, because there you had a developed under- 
taking making a substantial net revenue. It is rather 
different from ordinary expenditure which may take 
some time to fructify; but if you take the view that 
the right amount to be given as an allowance is the 
cost of raising the capital, that would, I think, give 
an undue advantage in the aggregate to the railway 
companies over the position of the trader, if they 
had made expenditure apart from the provisions of 
the Railways Act. 

I am taking, now, Sir, not this illustration of the 
Swansea Harbour Trust. I am taking, say, a new 
line where the expenditure would be made and they 
would know under the pre-war conditions that they 
would have to wait a period of years before that 
expenditure would be up to the standard rate of 
remuneration. Now what Sir Ralph Wedgewood said 
on that point — which will be within your recollection, 
and I must say it impressed me very considerable — 
was : “ Yes, that would be quite fair to ask us to 
bear the whole of that burden if we were going to 
get the whole of the additional revenue ; but as in 
fact we are going to be limited to the standard 
revenue, therefore we think we should be relieved of 
the loss of. revenue which would otherwise arise during 
the period of fructification.” I think there is justice 
in that up to this point, that T think it would be 
unfair that the whole of the burden should fall upon 
the railway companies, but I think you must have 
regard to the fact that the railways, do come in 
and sbar-e with the traders in the benefit of additional 
revenue. 

It is not true that the whole of the revenue is ( 
taken for the benefit of the rates and in reduction of 
tile rates, because we know that in a subsequent 
section 20 per cent, of the standard revenue is 
entitled to be retained by the railway companies and 
added to the standard revenue for future years. 

Therefore, I submit it ought not to be in any case 
more than the cost of raising the extra capital; 
indeed that some lower figure should be fixed than 
the actual cost of raising the capital in order to 
express the advantage which the railway companies 
would get from the expenditure under the operation 
of the subsequent paragraph. I think that is borne 
out very strongly by the limitation which is imposed, 
whether this capital should get any remuneration 
at all. 

You see, Sir, under certain circumstances you are 
not even entitled to give it any allowance whatever. 
If the capital has been expended upon expenditure 
which has not enhanced the value of the undertaking, 
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then it is not to get any return. Now it is quite clear 
— I do not assume that the directors of railway com- 
panies would deliberately waste capital — hut Parlia- 
ment says you are not to give any remuneration or 
allowance for that capital unless it has in fact 
enhanced the value of the undertaking ; or, rather, 
put it the other way, if it is clear that such expendi- 
ture has not enhanced the value of the undertaking. 
I think, therefore, Sir, that in fixing the allowance 
you have got to take into consideration the degree to 
which that expenditure has in fact enhanced the value 
of the undertaking, and if evidence can be shown to 
you which would justify you in adopting that view, 
that it is open to you to cut down the allowance in 
cases where it is shown that the enhancement of value 
has been very slight. It cannot be contended that this 
capital is not to be absolutely excluded from remunera- 
tion if it has not enhanced the value of the under- 
taking ; but if the enhancement has only been trivial 
and infinitesimal, is it to get the full remuneration? 
That, I think, is a consequence which cannot seriously 
have been intended by the legislature. In deciding 
what allowance is necessary I think you have to take 
into consideration the degree to which the expenditure 
has been productive. 

Now, Sir, the railway companies have presented a 
claim under (b) which, as Sir Douglas Hogg pointed 
out to you, absolutely ignores the wording of the 
section. It is a claim for remuneration of “ capital 
expenditure ” and not “ capital.” “ Capital,” Sir, 
I think has a clear meaning in all commercial under- 
takings. Capital means capital shown in the capital 
accounts. The capital accounts of the company are 
shown in accounts 1, 2 and 3 of the railway accounts. 
When you come to capital receipts and capital 

expenditure you have a separate account altogether 

Account No. 4. It is, of course, capital only which 
involves additional charges upon the revenue funds. 
Therefore my submission to you upon that is that 
those words must be construed strictly ; that- additional 
capital means capital additional to the capital shown 
in the capital accounts for 1913, and that it is only 
that capital shown in those capital accounts which is 
entitled to come under paragraph ( b ) in regard to 
the allowance which has to be made. 

That brings me to the consideration of the fact 
that the railway companies have claimed not only 
for the remuneration of capital, but they have claimed 
extra remuneration for a large amount of capital 
expenditure which does not appear in the capital 
accounts — expenditure which they tell you has been 
financed lately out of free reserves. On that my 
submission to you is a submission of law, namely, 
that that is an expenditure which cannot he put 
under this heading. 

President: It is not capital. 

Mr. F. G. Thomas : It is not capital, and therefore, 
if I were to rely on that that would be the submission 
that I should make to you, namely, that as a- matter 
of law it cannot be included. But I think that we 
are at closer quarters than that, and if a, submission 
of law did result in a manifest injustice, I should 
hesitate to press it even on behalf of the traders 
whom I represent. I should feel that I had to be 
satisfied not only that the submission was sound in 
law, but that it was a submission which did not inflict 
an altogether unreasonable hardship upon the railway 
companies. Therefore I want to look at it from the 
other aspect, because I feel on the point of con- 
struction it would probably he of assistance if you 
felt that substantial justice was being done on the 
construction which I submit is the right one. 

Now', upon that I think w'kat you have to bear in 
mind is this: It is that general principle that I 

was indicating just now, that the revenue funds of 
the railway companies do not get completed until 
there is additional capital. All this money which is 
found in other W'ays, is found not at the expense of 
the railway shareholders but at the expense of the 
payers of fares and rates; they pay for the finding 
of this additional capital, and therefore they are 
entitled to whatever advantage is derived from it. 



It is not the railway shareholders. The position of 
the railway shareholders is not prejudiced in any 
degree. You see, Sir, putting out of account for the 
moment the question of reserves, assume that the 
railway companies borrow' £1,000,000 for some capital 
work from the hank. I suggest under their formula 
they w ould claim remuneration. That would be the 
fact. The fact would be that that £1,000,000 would 
be borrowed from the bank, and that interest upon 
that w'ould come under the item of general interest 
which appears in Account No. 9 and w'hich they claim 
to deduct. 

Therefore, the position would be this, that although 
that capital expenditure has been made, it has been 
made out of funds, or paid for by funds, the interest 
upon which is borne by the rates. The general 
interest charges under Account No. 9 is one of the 
items which the railway companies say should be 
treated in the nature of a w'orking expense and should 
not come out of the fund which is wholly to be 
regarded as available for distribution as dividends. 
Is the position different if the money is taken out 
of a reserve fund ? We know' that this debit to capital 
account was in 1913 substantially financed out of the 
superannuation and provident funds of the company. 
Upon that money, again, the payers of fares and rates 
pay interest rmder Account No. 9. If you look at 
Account No. 9 you will see the very first item is 
“ Interest on superannuation and other funds.” That 
interest has to be found out of the rates which you 
will fix, and has to be paid by the traders, and does 
not prejudice the position of the railway shareholder 
one hit. Yet you are asked to say that you should 
give remuneration to the shareholders, as they w'ere 
responsible for finding the money. When you come 
to the free reserves, in my submission the position 
is exactly the same. It would have been possible for 
Parliament to say balances available in the dividend 
fund of railway companies shall not be brought in as 
part of the other elements w'hich go to make up the 
net revenue. 

Lord Advocate: May I suggest a correction? You 
said that the interest on superannuation fund was 
provided by the trader. The superannuation funds 
are invested in investments which yield their interest. 

Mr. F. G. Thomas: Yes. But what I mean by that 
is, if you look at Account No. 9 you will see that 
one of the items in that account — the first item of 
deduction — is “ Interest on superannuation and other 
funds ” ; and when you come to Schedule B in the 
adjustments of the accounts of the railway companies 
you will see that very substantial sums are deducted 
under that head. What happens there is that all these 
funds, these contributions by employees, come into 
the coffers of the railway company and are used by 
the railw'ay company, not dedicated to any particular 
investment ; they may be used for capital purposes or 
they may be invested ; but what happens is that the 
railway company does pay to these funds interest 
upon the money which is deposited with them. It 
gives no account, as I understand the position of the 
funds, of how the money is invested. That is entirely 
in the discretion of the railw'ay companies. But hav- 
ing this money in their hands, they do then allow the 
funds a certain rate of interest, and that rate of 
interest is charged in this way and becomes in the 
nature of a working cost. Is not that correct? 

Lord Advocate: What happens is that they are 
really one set off against the other. The yield of the 
invested capital fund — superannuation and capital ' 
funds — goes into general interest in Account No. 8, 
and on the other hand it then forms a deduction 
in Account No. 9. 

Mr. F. G. Thomas : If it is invested, 1 agree that 
it does come in with the general body of interest on 
investments ; but it need not bo invested in other 
securities. They have put it, as in 1913, into capital 
expenditure to figure as a debit to capital account. 
But the point I am seeking to make is that Parlia- 
ment has not sought to draw any distinction between 
income from one source and income from another 
source. If it is income from any reserve fund or 
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investment, it all comes into the general designation 
of “ Other sources of revenue.” Of course it is 
included in the figures of 1913, and it is common 
ground that it should be included in the figures 
to-day. Therefore this grievance which I gather 
really is at the bottom of the presentation of what I 
venture to think is this wholly inadmissible claim — 
this grievance that the railway companies are not 
getting the benefit of a fund which really they could 
distribute amongst the stockholders if they were so 
minded. That is an essential feature of the scheme ; 
but while those funds remain and are earning 
revenue, that revenue is to inure to the benefit of 
the trader. I think that principle applies as fully 
when the money is invested in the undertaking of the 
company as when it is invested in other outside 
securities — Government securities, or whatever it 
may be. 

President : I think the point that the Lord 
Advocate put before us was this — I dare say he will 
correct me if I am wrong — that, unless you make some 
allowance, there will be nothing in the rates to 
remunerate this capital (as he calls it) which has been 
put into the business and which is entitled to be 
remunerated. He says : If you put in capital, 
according to your presentation of the case — if you 
put in capital, strictly speaking, so much more has 
been put into the capital of the business, and you 
want something given in the rates to be the 
remuneration of that capital. Then he says it makes 
no substantial difference really to that principle if 
more is put into capital expenditure from this source ; 
.it still wants remuneration in the rates; unless you 
get some allowance for it you will never fix the rates 
to give it something. 

Mr. F. G. Thomas : My answer to that, Sir, is that 
it is not entitled to remuneration until it begins to 
deplete the revenue of the company available for the 
shareholders. 

President : Your first position is that it is not 
entitled to remuneration because it is not capital? 

Mr. F. G. Thomas : Yes. 

President-. That is your position in law? 

Mr. F. G. Thomas : And I wanted to make it clear; 
because until it becomes capital and, therefore, falls to 
be remunerated out of the standard not revenue 

President-. That is your first point; I quite see 
that. Then he says — this may be a travesty of his 
argument, but the sort of idea that passed through 
my mind was this : That here you have this principle 
adopted when it is capital, in your technical sense, 
but here is money which has been used as capital in 
the same way in respect of capital expenditure, and 
unless you give in the rates some remuneration for 
it, by putting this allowance in this sub-section, it 
will go for ever unremunerated. I understood that 
that was one of his arguments. 

Mr. F. G. Thomac Yes I will deal with the ques- 
tion of the future; but if I have made my point clear 
up to the present time, that while this is expenditure 
which is borrowed from the bank, or borrowed out of 
reserve fund, as the case may be, then that expendi- 
ture does not involve any depletion of the dividend 
fund, and, therefore, is not entitled to any additional 
remuneration, I will deal with the other point in a 
moment. You see, Sir, the cost of that capital, which 
really is not capital at all— -the cost of that expendi- 
ture is not borne out of the nuneys which are dis- 
tributable amongst the shareholders; it is paid out of 
rates and out of the traders, and, therefore, there can 
be no claim to add to the rates on that account, 
because the rates are already bearing it os a working 
expense in effect. 

President : Do you say that the money so' applied is 
already being remunerated, and if you were to give 
this allowance you would remunerate it twice over? 

Mr. F. G. Thomas : Yes. 

President: That is your argument? 

Mr. F. G. Thomas : That is the effect of it. But 
the central point of rny argument is that what Parlia- 
ment has said is .that what you are to give additional 
remuneration for is capital. 
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President : Yes ; I have that point. But you went 
beyond that and endeavoured to convince me of the 
justice of it, quite irrespective of the technical point 
about capital. 

Mr. F. G. Thomas : Yes, I was anxious to convince 
you, if I could, that the railway companies are 
suffering no hardship on that account, and, on the 
other hand, that what they suggest would inflict sub- 
stantial hardship upon the traders, and that was 
really admitted by Mr. Quirey when he gave his evi- 
dence. I wanted to draw your attention to certain 
evidence which he gave. The evidence I have in 
mind is where Mr. Quirey was dealing with the point 
that if you take away moneys which were earning 
revenue as investments, and the revenue produced 
from which investments would belong to the trader 
in the sense that that would ho part of the other 
sources . 

President : He said that might be some way or 
other adjusted. 

Mr. F . G. Thomas : Yes, he suggested that that 
should be met by adding net revenue — giving them 
less than they would be entitled to on the ground 
that money had to be remunerated — a purely arti- 
ficial arrangement which I venture to think throws 
a good deal of light upon the character of these pro- 
visions, if you have to find some fictitious justifica- 
tion for a particular charge. In this case the whole 
of this claim rests upon — I use the term in no oppro- 
brious sense; I think it is the only term which can 
represent it — a fictitious transaction, namely, the 
investment of free reserves in this debit to capital 
account. There is no book of the company, there is 
no transaction, there is no document whatever, to 
show that these free reserves have been invested in 
this way rather than in any other way. It is 
admitted that in 1913, when there was £37,000,000 
of debit to capital account to be found out of provi- 
dent funds and other sources, that was not found out 
of free reserves; it is admitted that, in the years 
when this expenditure was being made, 

free reserves were not sufficient to enable the 
expenditure to be defrayed, and that the 
money was first taken from other reserves 

and from provident funds and then subsequently 
allocated to the free reserves. That, I think, is a 
iather important fact, and I would like yon to have 
the references to that in the evidence which was given 
by Sir William Plender and by Mr. Quirey. Sir 
William Plender ’s evidence is at page 165 of the 
shorthand-notes, at Question 3422. He was asked 
there : “ ( Q .) You, I gather, have not gone at all, 
have you, into the figures of the free reserves at 
different dates, so as to see when it was that the big 
increase incurred which is reflected in the 1923 
figures? (.4.) No, I have not, as a matter of fact, 
gone into the detail of that. I know what they wqre 
at the end of 1923, of course, because that is shown 
in Mr. Quirey’s evidence. But it is the fact that 
between 1913 and 1921 the expenditure which was 
made on capital account was not made entirely out of 
the free reserves. They had to go to the earmarked 
reserves to get money, and then when the compensa- 
tion was received by the Government those moneys 
helped to restore what had been temporarily taken 
from earmarked or dedicated reserves.” Then Mr. 
Quirey on the same point at Question 3805, on page 
191. It was put to him: “ (Q.) Obviously, in order 
to see whether that can be so or not, it would ho- 
useful to see when the free reserves reached the rail- 
way company and when it was that they incurred the 
expenditure? ” — he is referring to certain information 
we were asking for — “ (A.) Of course the expend] • 
tur© may have been made out of moneys representing 
other free reserves earlier in the period ” — he did not 
say “ free reserves ” there; my recollection is that he 
said “ other than free reserves ” — “ and replacement 
made later.” I do not think there can be any dispute 
that that was necessarily the case. Is it not a 
remarkable circumstance that in regard to this capital 
expenditure resource should be had to the free reserves 
for expenditure of this kind? One knows that the 
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expression “ free reserves ” implies a certain fluidity 
of character ; that it is desirable to keep the free 
reserves which may be required for contingencies, or to 
supplement a dividend account, or for other purposes, 
in as liquid a condition as possible. Whereas there 
are other funds, as Mr. AVood on behalf of the 
Ministry of Transport told me to-day, where that 
necessity does not arise in the same measure; provi- 
dent funds, which have to be invested to bring in 
interest, which funds there is not the same necessity 
to keep in a fluid condition. Yet you are told by the 
railway companies it is from these particular reserves, 
which there would appear upon the face of it a special 
reason to keep in a fluid condition, that they have 
been immobilised in capital expenditure and that the 
moneys in the funds of the railway companies in 
respect of superannuation fund are the moneys which 
are kept in the fluid condition in hankers’ balances 
and Government securities. From the point of view 
of accountancy, I venture to point out to you that that 
is a very remarkable tiling. Of course, there is 
nothing to show that it is so ; it is merely that there 
is that amount of reserve and that amount of expendi- 
ture, and you are asked to say that in your view you 
are satisfied the one has been used for the other pur- 
pose. 

Mr. Jepsoi i: Following up your quotation from Sir 
William l’lender’s evidence, he did go on to say that 
there is no earmarking of these free reserves, and the 
earmarked reserve in the bank was in the amount 
which was invested and you could not identify the one 
from the other. They drew out of a common pot 
which included the free reserves and the earmarked 
reserves; and when they got Government compensa- 
tion they put it hack again. 

Mr. F. G. Thomas : But the hypothesis on which you 
are asked to add is that it is out of these particular 
free reserves that this capital expenditure has been 
defrayed. 

I want now to deal with the other point to which 
you directed my attention, and that is the point which 
the Lord Advocate made ; unless they are able to get 
remuneration in this way, or in some way, then they 
can never get remuneration at all. I think I am right 
in saying that that point can only arise in the event 
of capital being subsequently issued, raised or pro- 
vided, as capital in order to wipe out that debit. I 
want for a moment to deal with that point. Now, it is 
a feature of the Railways Act-, and a permanent 
feature, that Parliament has made no provision for 
the remuneration of capital which has been in the 
past made out of other resources and which has stood 
at any particular date a debit to capital account. In 
the future, when you come to readjust the revenues 
under Section 59 after this first settlement, what you 
will then have to ascertain is what additional capital 
has been created and is requiring remuneration for 
the purposes of expenditure since the first fixation up 
to the date of the next. Quite truly, it does not 
relate to expenditure which, perhaps, had been made 
on capital account before 1913, or in subsequent years, 
and which had been defrayed from other resources. 
But the answer to that, I think, is a perfectly simple 
one : that having regard to the financial position of 
the railway companies, it had never appeared possible 
or reasonable that those particular debits should be 
capitalised ; because the company was in possession of 
such large funds, increases of funds, available from 
capital expenditure or any other purposes of the com- 
pany, which made it unnecessary that that capital 
should be in fact capitalised. 

Upon that, I would like to draw your attention to 
these quite remarkable figures, that in 1913, as an 
accumulation of what had been going on in previous 
years, capital account was overdrawn as regards 
capital to the extent of £3< ,000,000. That is to say, 
in 1913 there had been £37,000,000 of capital found 
otherwise than 'by the creation of capital. That, 
in 1923, had risen to £52,000,000. So that between 
those dates there was an increase of £15,000,000 in the 
debit to capital account. In the same period, the 
investments of the companies — and those investments, 



as would appear from the accounts, are almost entirely 
in Government securities — have risen from £6,600,000 
to £94,900,000; and what is even more sig- 
nificant still in this connection is that the 
provident funds which in 1913 were £22,600,000, 
in 1923 were £49,800,000. So that you see 
the increase in provident funds alone — which 
Mr. AA’ood told me this morning were quite 
proper funds to use for the purposes of capital 
expenditure, as funds which might be to better 
advantage invested in the undertaking than 
invested in outside securities — -that fund had 
increased to the extent of about £27,000,000, whereas 
the debit to capital account had increased by only 
£15,000,000. :So that Parliament, in not giving to 
the railway companies this advantage, had it clearly 
in view that they had ample resources which would 
not necessitate them coming for a capitalisation of 
this particular debit to capital account, and that they 
would be able in the future to finance their under- 
taking and only issue additional capital in respect of 
capital expenditure on which they are entitled, under 
(5) and under the revision clause, to full remunera- 
tion. Therefore this grievance, I venture to think, is 
a purely academic one and has no real relation to 
facts. And it does involve this, of course, that you 
would be giving to the railway companies double 
remuneration in respect of this expenditure, and that 
would go on inuring to their benefit in perpetuity, 
although they may never carry out this capitalisation. 

I agree that if they carried out this capitalisation of 
past expenditure it would be a depletion of their 
dividend fund ; but it would be just as much a 
depletion of their dividend fund if you gave them the 
allowance as if you did not. It would still be a 
depletion of their dividend fund; and can you believe 
that they would deliberately, when they have all these 
other resources available, deplete their dividend fund 
and create capital, when under the Railways Act it 
is quite impossible for them to claim remuneration 
for it? Because it is only the capital which is 
created for the period under review, and in respect of 
expenditure for that period, which comes under the 
section, that it is entitled to rank for additional, 
remuneration. 

Mr. J epson : And each time that these figures come 
up for review the only capital raised or provided 
which can be brought into account is that which has 
been expended on capital account since the date of 
the last revision? 

Mr. F. G. Thomas : That is so. Because that is 
the only capital which will deplete the dividend fund. 

Mr. J epson : That is your argument ? 

Mr. F. G. Thomas : Yes. 

Mr. J epson : So that anything that is provided 
from the point of view of the railway companies now, 
in any year, unless it is really capitalised and brought 
into the capital account during that year, will also 
equally fall under the category of non-remunerated 
expenditure? 

Mr. F. G. Thomas-. Not quite that. If it were 
expenditure which was made before the last revision 
and then capital was subsequently created in respect 
of that expenditure, that would not be brought in. 

Mr. J epson : Quite so. 

Mr: F. G. Thomas : But that is equally true if the 
railway companies’ construction is the right one, or 
the one I am suggesting. AYhat I mean is that if' 
they! were successful under, their claim in (b) they, 
would be getting something which, up to the time 
they raised the capital, they were not entitled to, 
but which, when they did in fact raise the capita], 
they would in whole or in part lose that advantage, 
but in the intermediate period they would. 'be getting 
something to which they were not entitled. Therefore 
in that state of facts it seems to me inconceivable 
that even if you gave them this allowance they would 
dissipate it to the prejudice of their shareholders in, 
raising capital, when they have all these other 
resources available to meet the expenditure. Of 
course they could borrow it from the bank, because! 
if they did that — as has been pointed out to me, in 
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1913 one of the great companies were very heavily 
indebted to the bank and the item of general interest 
did not appear on the assets side but on the liabili- 
ties side — -if they borrow this money from the bank, 
then of course they would have the cash available for 
any purpose, and the cost of that would then fall 
upon the rates as one of the working expenses. 

Mr. J Upson : Or if they went to Lloyds Bonds. If 
they had ho free funds and it was not a convenient 
time to raise Capital and they got Lloyds Bonds at 
ft heavy rate of interest, that Would also be charged 
to revenue ? 

Mr. F. G-. Thoiiia's : Yes. 

Mn JtjjSon: And would affect the traders. 

Ji>. F. Cr. Thomas: Yes. Therefore, while I 

did feel that on one construction of the net revenue, 
where that would not be the case, where payments 
for interest would be regarded as a dissipation of 
the dividend fund, that might result in hardship to 
the company; on the assumption which the railway 
companies have made in deducting those and treat- 
ing them as - working expenses, 1 venture to submit 
no possible hardship Could arise. 

Mr i J Upson : Would you go so far as this; Suppos- 
ing to-morrow the railway companies raise capital to 
meet all these amounts they have expended out of 
these free or earmarked reserves, which would get 
them within the category of getting the capital put 
ill for the present year, and the same would happen 
during any period of 12 months immediately after 
the revenue ill any particular year, they might draw 
frrtm the reserves and spend money on capital 
account; but if before the end of that year, or 
before the next period of review came along, they 
capitalised that and brought it into their capital 
account as capital receipts, then they would be all' 
right. 

Mr. F . G. Thomas : I think the position there, 
would be, as regards the capital expenditure which 
has taken place, it would come within ( h ) — capital 
expenditure incurred since the first day of January, 
1913. Then supposing to-morrow they raised capital 
for that expenditure, they would be entitled to claim 
the remuneration of that capital. But, on the other 
hand, see what happens. That money then is paid 
hack to those funds from which it has been 
temporarily diverted, and has to be invested; then 
the investment of that in 5 per cent. Government 
securities, for instance, inures to the benefit of the 
traders. 

Mr. Jepson: I quite agree. 

Mr. F. G. Thomas: So that 1 think really the 
position is quite clear upon that point. There is one 
other phrase in that section about which I should 
like to say a word, and that is the question of en- 
hancing the value of the undertaking. That is a 
ground, of course, by which you would he entitled, 
on good cause being shown — on the ground of non- 
enha’ncement — to disallow particular capital from 
remuneration if the expenditure in respect of which 
it had been raised or provided liad been such as not 
to enhance the value of the undertaking. Upon that 
I would submit that enhancing the value of the under- 
taking can, in fact, only he measured by addition to 
net revenue; not necessarily addition to net revenue 
of the particular asset which was created by the ex- 
penditure, but addition to net revenue which might 
result either from additional gross revenue or 
diminished working expenses. The element of 
enhancement, I think, can only he measured in some 
addition to the net revenue of the company, and that 
is the principle which is adopted throughout the 
Railways Act. It is the principle which was adopted 
in respect of the amalgamations of railways. 

President : But then could not a local success by 
one of these outlays be counteracted by a local loss 
which had nothing to do with it? 

Mi’. F. G. 2'homas : Oh yes. 

President : If you take the whole. 

Mr. F. G. Th ontas : Yes ; I entirely agree that what 
we are dealing with here is not the enhancement of 
the value of the undertaking which necessarily made 



the expenditure, it is the enhancement of the value 
of the group — the combined undertakings. 

President : Yes. You say it must be measured — 
so I gathered ; I dare say I am wrong — by an advance 
in the general position of the company without 
reference to this particular thing. Although you 
put in a work which might be a success there might 
be some local disaster elsewhere, and the total would 
show no increase in the earnings of tlie company, 
and then you would say it had not enhanced the value 
of the undertaking. 

Mr. F. G. Thomas : No ; I am not taking it in that 
strict way. 

President : Then will you explain shortly what 
you mean ? 

Mr. F. G. Thomas : What I mean is, that you 
have to judge, where you have a particular expendi- 
ture — .you have to consider the effect which that 
expenditure has had on the net revenue of the 
company. 

President ; Yes. 

Mr. F. G. Thomas: Rutting oiit of account all 
Othfer expenditure alid results, dealing With that 
particular expenditure, has that expenditure been 
productive; has it resulted ill making the net revenue 
of the company higher than it Would have been it 
that expenditure had hot been made? If it has done 
that, I think it cad be fairly said to have enhanced 
the value of the undertaking. The degree of enhance- 
ment is another matter. But if it has, in fact, pro- 
duced a net revenue which would he higher than the 
net revenue that would have been produced if the 
expenditure had not been made, then I think there 
has been enhancement of value. 

President : I thought you said you could not do it 
with a reference to the thing itself, merely; that 
you had to look further? 

Mr. F. G. Thomas : I am sorry if I gave that 
impression. I did not mean that. May I take as 
an illustration a dock, which was one of the points 
I put to Sir Ralph Wedgwood — that a dock is an 
expenditure which takes a long time to fructify. 
The showing of that dock might be that there was 
practically no margin on that dock between receipts 
and expenditure, that, really, there was no addition 
to net revenue as a result of constructing that dock. 
That, I think, would be an inconclusive inquiry; 
because, owing to the presence of that dock, traffic 
has been carried over tlie railway and has con- 
tributed to the net revnue in other directions, which 
traffic would not otherwise have passed, and, there- 
fore, the element of contributory value conies in. 
That is what I had in mind, and not that I was 
going to set it off against some other loss in some 
other direction. It was merely to deal with the 
results of the particular expenditure ; hut I think it 
was common ground between Sir Ralph Wedgwood 
and myself, in the questions I put to him, that you 
could not crystallise a particular expenditure and 
see what was the result of that ; you had to consider 
other contributory advantages which that expendi- 
ture may have been able to obtain. 

Mr. Jepson: That is fairly easy, of course, or 
easier, at any rate, with docks. But supposing you 
had a widening of a railway, or a new bridge such as 
that over the Tyne which was -referred to by Sir 
Ralph Wedgwood. How are you going to measure 
whether those things enhance the value of tlie under- 
taking, or when they begin to enhance the value of 
the undertaking? 

Mr. F. G. Thomas: Upon that, I think I should 
say this, that under ( b ), and in the future, if 
expenditure is made by a railway company upon 
widenings, or bridges, and so on, the onus would be 
on the trader to say that it had not been of advantage 
to the undertaking; and I cannot conceive its being 
seriously contested that expenditure of that kind 
should not be entitled, when expressly capital, to get 
its remuneration. That is on (b). I shall have some- 
thing to say with regard to (fi) in a moment. 

Mr. Jepson: That is still reserving your point that 
if the money spent for these widenings, or bridges, is 
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taken out of some of these reserves which have been 
revenue-earning, say at the rate of 5 per cent., it 
still leaves it open to you to say because that earning 
no longer comes in (that is the 5 per cent, from War 
Ronds) it does not enhance the value of the under- 
taking because it is not earning 5 per cent. 

Mr. F. G. Thomas : Yes, it is subject to that quali- 
fication, I agree. But where it is simply a replace- 
ment of one investment by another, it may not have 
enhanced the value of the undertaking because it was 
getting the same revenue, or something more. 

Mr. Jepson : That creates another difficulty in my 
mind. Supposing it was held that that was the 
meaning of “ enhancing the value of the under- 
taking,” that the undertaking was not enhanced if 
you took money out of your free reserves, which are 
bringing in 5 per cent., and you put them in some- 
thing which immediately is only giving you 2 per 
cent., that does not enhance the value of the under- 
taking, and therefore the claim must be disallowed. 
But later, after you have got beyond the period when 
this capital is brought in, if is capitalised and the 
money is put back and begins to earn 5 per cent, 
again, it is too late for the capital to be remunerated, 
yet at the same time the value of the undertaking, 
measured by this investment, is enhanced. 

Mr. F. G. Thomas : I think I have tried to deal 
with the point that there is no necessity really to 
capitalise that particular expenditure; but on the 
other point I do not think it tells against me, because 
if it is money which is taken from reserves in my 
view it would not be entitled to remuneration. The 
question of enhancement does not really arise, because 
it is not entitled to remuneration as it has not been 
found by the stockholders. 

Mr. Jepson: That is on the point of capital. 

Mr. F. G. Thomas: Yes, it comes back to that. 
There is, of course, this other consequence — if the 
claim of the railway companies under (6) should be 
admitted — which I venture to think is wholly un- 
justifiable. These free reserves are, as they tell us, 
immobilised in capital expenditure, and yet the free 
reserves remain. My learned friend the Lord 
Advocate said this in effect is a capitalisation of those 
reserves. It is not a capitalisation of these reserves. 
These reserves have not been capitalised; if 
they had been, it would be a different proposition 
altogether. Of course, as regards the major part, 
although it comes from the Government compensation 
fund, it cannot be caupitalised ; because among the 
many things that can be done that is one of the things 
which cannot be done with that. Therefore these free 
reserves remain as free reserves ; and although they 
are invested to-day, as we are told, in capital ex- 
penditure and used for that purpose, if they are 
wanted to-morrow for the purpose of additional 
dividend they would be drawn upon just the same ; 
the money would be found out of some other fund, 
and there would be simply this imaginary readjust- 
ment as between the various funds which has no 
relation actually to facts but which is a purely 
hypothetical state of things created to justify what 
I venture to think, on the merits, is wholly 
unjustifiable. 

What it really comes to is that this is a case where 
the railway companies are asking all the advantages 
of having eaten the melon and also all the advan- 
tages of having kept the melon intact. They are to 
get the 6 per cent for all time for the existing share- 
holders. They are to get 6 per cent, on those funds, 
and at the same time they are to have the funds 
remaining free to stabilise their stocks and get their 
dividend at a regular level as if the funds had not, 
in fact, been dissipated. I venture to think that is 
a thing they will find it very hard indeed to justify. 

Upon (c) I have only a few observations to address 
to you. I think that the meaning and effect of (c) 
is to remedy what might have been, and no doubt is 
in certain cases, a hardship to the railway companies, 
if the 1913 accounts were to be taken as absolutely 
conclusive. That is to say that if in the accounts of 
1913 expenditure had been made which bad only 
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resulted in a very small (if any) addition to the 
revenues of that year, but which, at the time we are 
now considering, are bringing in a substantial revenue, 
it would be unfair that the railway companies should 
not, where they can make out a fair case, have con- 
sideration given to that fact. But I venture to think 
that the intention here is, as indeed it is intended 
there, to give remuneration on capital raised or pro- 
vided, unless a very strong case could be made out 
for disallowing it. Similarly in (c) it is intended not 
to give this additional allowance unless an equally 
strong case can be made out, and any attempt to 
deal with this question by formula, even if a formula 
could be devised which would fairly meet the case, 
would be wrong in law and an exercise of your dis- 
cretion as a Tribunal which the Statute prevents you 
from exercising in that way. 

President : Would you tell us how you say it should 
be dealt with? 

Mr. F. G. Thomas : Yes, I will. Shall I do that 
now, Sir? I think the only way in which effect can 
be given to this provision is to take a particular piece 
of expenditure and give the 'appropriate figures in 
relation to it and justify it for that particular 
expenditure. 

President : Every one of those pages and items that 
are there? 

Mr. F. G. Thomas : No, that is not my view. My 
view upon that is this, and it is what I said 
a moment ago, that, as I thought in ( b ) everything 
should be allowed unless a very strong case was made 
out for disallowing it, it is only intended that (c) 
should operate in certain specific cases where this 
represents a substantial grievance if the 1913 figures 
are to be taken as final. 

President : Now, then, supposing they say a special 
grievance — according to your case, if you do not 
accept their formula — arises in every one of these 
cases, how are you going to dispose of those? 

Mr. F. G. Thomas : Of course, we should want to 
see the figures relating to the particular cases which 
they singled out for treatment. 

President : But those were only illustrative cases, 
and the same procedure might be adopted in regard 
to all the items. We were specially told that they 
were taken as illustrations only. Therefore, unless 
you suggest some other way of doing it — work with 
the broad axe, so to speak — you will have to' contend 
that we must investigate each one of these cases. 
Assuming the railway company said, “ Yes, I think 
there is a substantial case in each one of these,” how 
will you deal with that? 

Mr. F. G. Thomas : I am afraid that is so. 

President : Is it a practicable course, Mr. Thomas? 

Mr. F. G. Thomas: I think it is, Sir; and if that 
were not the position, what would be the object of 
excluding works under £25,000, if they were going to 
be dealt with by a formula? 

President : I am only asking you if you, as a 

shrewd and experienced advocate, could possibly look 
forward to the vista of holding inquiries on each 
one of these items included in all these pages. When 
do you suppose we should get through with it? 
That is on the assumption that the railways, after 
hearing you say: “Yes we could have dealt with 
it by the formula, but if Mr. F. G. Thomas suggests 
that we ought to show a special grievance, we do 
say that; we do show a special grievance.” Assuming 
they were to say that, you would have to join issue 
with regard to each one of these items. 

Mr. F. G. Thomas : I think if this matter were 
gone into on that basis, there would no doubt be 
discussions between the accountants, and a great 
deal of your work would be relieved by agreement. 
But I cannot see any alternative, if the railway 
companies persist in their demand, to testing the 
two facts which you are asked to test. They are 
to be works which enhance the value of the under- 
taking but which had not, at. the beginning of the 
year 1913, become fully remunerative. 

President : Quite so, 
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Mr. F. G. Thomas : And unless those two facts 
are proved — unless you are satisfied that those two 
conditions exist — I am not sure that my submission 
is not, in law, right. 

President : I am not canvassing it for a moment ; 

I am not prejudging anything. No doubt you may 
be right in law. I am only asking you to con- 
template the vista of each one of these things being 
inquired into. Does it seem to you to be a 
practicable course? I do not want you to give your 
case away. You may say: “ It does not appal me 
the least bit in the world; it is their job to prove 
it, and I shall make them prove it.” 

Mr. F. G . Thomas : I think that difficulty arises 
from the fact that the railway companies are really 
asking you to give an allowance under (c) in respect 
of all that capital which had been spent prior to 1913 
within a period of years which they put at 15 — 
which they say they regard as the period in which 
capital, when spent, reaches its standard rate of 
remuneration — that, I venture to think, is a wholly 
wrong interpretation.; and in that they are claiming 
something which Parliament never intended to give 
them, that general right to have added to the 1913 
net revenues the amount necessary to bring the con- 
tribution in that year up to the standard which they 
said — 6 per cent., which I do not quarrel with — is 
the figure. What was intended was in the case of 
certain definite works, like the extension of a line 
into a suburban area, or an undertaking of that 
kind — that where it had not had time to fructify, 
then expenditure of that kind would be a perfectly 
good case on which to put the facts before us, and 
they could be looked into by the accountants, and, 
if we were not at one, then in those particular cases 
we should have to take your decision. 

(After a, short 

Mr. F . G. Thomas : I am glad to say, Sir, I have 
very few observations I wish to add to what I have 
already said. I was dealing with sub-section (c) of 
Section 58 of the Act, and I should like to say now 
that I am sorry I do not feel able to assist you with 
any alternative formula, any alternative way of deal- 
ing with this but on the basis of jproof which I quite 
recognise, as you say, is a laborious process. 

President : I said that solely because you will 

remember the Lord Advocate in opening said he would 
be glad to hear if you had any other method of dealing 
with it. I was so afraid that that aspect of the case 
might be lost sight of ; but I am not pre-judging any 
question. 

Mr. F. G. Thomas : I quite understand, Sir ; but 
I do venture to think that the very difficulty of the 
task must be taken as some evidence of the fact that 
Parliament has not regarded this as a general pro- 
vision to be used in the wide way in which the rail- 
way companies seek to use it, but rather as a special 
condition to meet certain specific cases; and looked at 
from that aspect I cannot help feeling that in con- 
junction with consideration between the parties they 
might be able to reduce the task within measurable 
limits. 

Now, on the point of construction there is only one 
other matter I wish to mention, and that is really 
common to both (b) and (c), that is with regard to the 
meaning of the word “ undertaking.” There my sub- 
mission would be that the word “ undertaking ” must 
be taken to include in the sense in which it is used 
in Account No. 8 of the Railway Accounts where the 
revenue, receipts and expenditure for the whole under- 
taking are set out, and including the whole under- 
takings are the earnings from reserve funds and 
general interest, and all these other items. That 
was the point to which your attention was directed 
by the Ministry of Transport, and no doubt that is 
a sound view i to take. 

The other points on the construction of this section 
seem to me to be points which arise at a later stage 
when we are dealing with the accounts of the ideal 
years, and I do not propose to add anything on the 



I frankly agree that if it is to 'be a general revision 
by which all capital which had! been raised at that 
time was to be entitled in the standard revenue to 
get its standard rate of remuneration, if that is to 
be fought out it would be an almost impossible task, 
or at any rate would take a very long time; but I do 
not think that that must prejudice the view you must 
take 

President : You have not prejudiced me at all. 

Mr. F. G. Thomas : — on the actual meaning of the - 
Statute. It does seem to me that, that onus being 
upon the railway companies, it is an onus which they 
have to discharge. Take as an illustration that 
Great Central and Great Western joint line which 
was opened some years before 1913. In 1913 that 
line was contributing to the earnings of those two 
companies just under 5 per cent. — 4f per cent., or 
something like that — in that year. Yet you are asked 
to add to that figure an extra 1| per cent, in order 
to bring it up to this standard of G per cent., when 
we know that in 1913 that railway was practically 
pulling its full weight. 

Mr. Loclcet : And we are now told it is earning 
13 per cent. 

Mr. F. G. Thomas : Yes. Therefore I do feel that 
the only solution of dealing with this matter is that 
the railway companies shall adopt a less general view 
of what they are given under this section and shall 
really confine it to specific cases where there would 
be substantial hardship if the 1913 figures were re- 
garded as conclusive. I regard it rather in the nature 
of an adjustment of the 1913 accounts in order to 
make those accounts really represent what the capital 
expended at that time was earning in rates, at the 
time when we have to consider the charges which 
have to be levied remuneratively. 

adjournment.) 

other matters which are dealt with in that section. 
I am sorry I have taken so long, 'Sir. 

President : I am very glad you have taken so long; 
it has been very helpful. I hope I have not checked 
you in any way. 

Mr. F. G. Thomas : In no way whatever, Sir. 

Mr. Stafford Cripps : May it please you, Sir. I do 
not want to reiterate what has already been said by 
Sir Douglas Hogg and Mr. Thomas. I do want parti- 
cularly to adopt, if I may, Mr. Thomas’s argument 
with regard to the general considerations which 
should be taken into account in interpreting this 
section, and perhaps I might add one word on that 
aspect. I submit that the Act lays down that this 
Tribunal shall really be the arbiter between the 
owners and users of the railways, and I think that 
it is important, and helpful too, to consider the 
question of the owners as being the people to be 
remunerated in some of the instances rather than 
to consider the question of capital. Of course, it 
must be the same thing, but looked at from the point 
of view of remuneration of the owners, I think that 
in some of the cases it helps one in interpreting 
what is the real meaning of the Act; and the second 
thing to which I would draw the attention of the 
Tribunal is this, that the heading of this section of 
the Act is the adjustment of charges to revenue; it 
is not a case of fixing your Charges at some sum 
which the Tribunal considers fair for the services 
rendered and then letting the owners risk how much 
they make out of those charges. AYhat is to be done 
under Section 58 is to assure, in the first instance, a 
certain revenue to the owners, and then having 
assured that revenue, to bring forward charges which 
shall meet that revenue, and that as the Tribunal 
will realise, adds a very great security to the owners 
of the railway companies. It is putting them in an 
advantageous position which makes it necessary for 
the Tribunal to scrutinise carefully any sums which 
they are going to award them in perpetuity, and 
which the traders and passengers have to meet by 
the increase of the charges, or the fixation of the 
charges subsequently, and that is contrary to what 
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has hitherto prevailed on the railway companies, and, 
therefore, that is one of the special things which the 
Tribunal must bear in mind when they are adding 
these three sums under (ft), (b), and (e) to the net 
revenue of 1913. 

Now, Sir, the revenue which is laid down as being 
the Standard Revenue under Section 58 is made up 
of four items, the first of which is the aggregate net 
receipts in the year 1913, and the three additions are 
all additions in regard to capital, or capital expendi- 
ture, either subsequent to 1913, or which had at 1913 
not become fully remunerative; and the basis of the 
whole idea is that the owners should be in just as 
good a position now as they were in 1913. The year 
1913, which happened to be the best year the railway 
companies had ever had, was fixed as the standard 
of remuneration to the owners, and, therefore, except 
in so far as you get capital increases since that date ; 
that is to say, you have new owners brought in who 
require remuneration, those owners who existed in 
1913 are only entitled to the same remuneration on 
their capital as they got in the year 1913; and if that 
is borne in mind as one of the basic principles of this 
section, I think that, again, will assist the Tribunal 
in coming to a decision as to what the section means. 
If I may mention two matters which may possibly 
have an effect; first of all, there is the question of 
unfructified capital while the owners of the railway 
companies in 1913 were carrying the burden of a 
certain amount of unfructified capital. Of course, 
that is an incidence in every business, whether 
it is railway business or any other business, if 
it is a business which has large works and they 
make an extension of the works over a certain period, 
of course, that capital does not become fully 
remunerative, and that is a mere incidence 
to every business which employs capital ; and the 
railway owners in 1913 were carrying that burden of 
unfructified capital, and therefore it clearly was not 
the intention of the Act, in my submission, that the 
whole of that burden should be lifted from their 
shoulders. Of course if they could point to some 
specific case in which there was some particular hard- 
ship in which some very large expenditure had been 
incurred immediately before 1913 there would then 
be, I conceive, a moral argument for their getting 
some reward on that very large expenditure, per- 
haps, which had occurred at the end of 1912; and 
similarly when dealing with the question of invested 
reserves, reserves which are invested in the capital 
works of the company. That, again, is an incidence 
of railway finance, and it was not intended that the 
1913 owners should be made better off now by giving 
them an extra reward on those reserves. That has 
always been an incidence, and it was intended to pre- 
serve it as an incidence, the capital position in 1913 
w.as intended to be stereotyped, and the reward which 
the owners were then receiving was stereotyped as 
being the proper reward which the owners should 
receive in respect of Standard Revenue and fixed 
charges under this Act. 

That also touches on the question, as you will 
appreciate, of the phrase “ necessary to remunerate ’’ 
under Section 58 (1) (b), because if I may take an 
example in this way: Supposing a railway company 
had in the year 1913 a capital of £1,000,000 upon 
which the owners were receiving 4 per cent. Now 
supposing, subsequently, they raised a further capital 
of £1,000,000 upon which they had to pay when they 
raised it 5 per cent. Now, it is quite clear if you 
want to keep the position of the 1913 owner exactly 
the same as it was- in 1913 you must 

necessarily provide 5 per cent. upon that 
capital that has been raised because in that 
w.ay you give the new owners who put up 
the extra £1,000,000 the sum which they actually 
contracted to get when they put up their £1,000,000: 
and in addition to that you preserve the position 
of the 1913 owner ; he is no better off and no worse 
off. Now, supposing instead of doing that you take 
a figure of 6 per cent, and the contract with the 



second £1,000,000 was only to pay 5 per cent, you are 
then in effect on the capital of £2,000,000 giving 
the railway companies £100,000, £40,000 to the 
4 per cent, to pay their 1913 owners and £60,000 with 
respect to the £1,000,000 which has since been raised 
so that the 1913 owners will then with an equal 
distribution get 5 per cent.; that is to say, you 
have done that which is not contemplated by the 
Act; you have bettered the position of the 1913 
owner. Those are just examples of the effect of 
bearing in mind this basic idea upon the interpre- 
tation of these various sub-sections. 

Before you made any observations 1 this morning, 
Sir, about getting out any written statement, my 
clients had got out a written statement of their sub- 
missions, and I think as I go into the detail it will 
assist the Tribunal if they have that written state- 
ment before them, and I will hand copies to my 
learned friends. ( Same handed.) Of course, these 
are not exhaustive; there has not been incorporated 
into them the whole of the points which have been 
taken by all the objectors; this would probably be 
rather in the form of an addendum which could pos- 
sibly be added to the statements which Sir Douglas 
Hogg’s or Mr. Thomas’s clients might put forward. 

I thought, perhaps, it would assist the Tribunal to 
more or less crystallise the objections in this form. 
Many of them it will not be necessary for me to go 
into in detail at all, because they have already been 
dealt with exhaustively, and that applies to item 
1 (a) : “ Accounts must be adjusted for proper 

deductions due to sums wrongly credited or not pro- 
perly debited in the year 1913, as they have been for 
additions due to sums wrongly debited or not pro- 
perly credited.” That is merely to say, which 1 
understand is now accepted, that the accounts of 
1913 must be open in order to see that the proper 
charges have been made. 

Now with regard to the second item, that is the 
one which I think has not yet been dealt with; any- 
way, not at all fully, and that is the question of the 
company’s investments in other stocks. You will 
remember, S^r, hat during the examination and 
cross-examination of both Mr. Quirey and Mr. 
Williams the question was dealt with as to what 
happened in future years if those stocks came to be 
sold and then to be used in the works of the com- 
pany, invested in the capital works of the company. 

President-. Mr. Quirey said the income was 
reflected in the revenue of 1913, and therefore would 
not be taken into account ; that is what I under- 
stood him to say. 

Mr. Stafford Cripps : Yes, (Sir ; and Mr. Quirey 
also admitted, as you will remember, that it might 
be taken into account in future years. Mr. Williams 
actually said it should be taken into account in 
future years ; that that was the proper course to 
adopt ; and quite clearly, if Mr. Williams’s course 
was adopted you would get a double charge with 
respect to that particular sum, and therefore I sub- 
mit, Sir, that some course must be taken ; whether 
the one suggested here is the proper one or not I do 
not myself see any other way by which it could con- 
veniently be done,, some course must be taken to 
avoid the possibility of that sum being charged 
again against the trader. I suggest if the 1913 
accounts are going to be open that the simplest way 
of doing that will be to deal with those investments 
in their own stock as if they had been cancelled 
and to deduct the interest loan from the net 
revenue in 1913. 

The last point on Item 1 (c) is only put in by 
way of a caution, because it is quite possible that in 
future years when the railway companys, or when 
the traders, or the passengers, desire to compare 
the items of the 1913 accounts as used to make up 
the Standard Revenue it will be said that the 
Standard Revenue having once been fixed at a 
certain sum you can no longer inquiry into the 
details which made up that Standard Revenue, and 
this obviously will be very desirable in future years 
where you may come to make questions of com- 
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parisons as to items, for instance, as regards anciliiary 
businesses, or items of that sort, that no objection 
should be taken to going back into the items of the 
1913 accounts for the purpose of comparison with that 
year which is in question at the date of the Inquiry. 

As toi Item 2, I understand now that a certificate is 
being provided by the Ministry of Transport as to the 
items which come under Section 58 (1) (a), and, 
therefore, that objection will be satisfied. 

Now, Item 4, which is 58 (1) (6), “ additional 
capital raised in respect of expenditure on capital 
account incurred since January 1st, 1913, only 
includes capital actually raised from the public or 
other sources for the purpose of meeting expenditure 
on capital account which has actually taken place 
since 1st January, 1913, and does not, therefore, 
include capital raised to make good the existing debit 
balance on capital account.” So the point of that 
is that Mr. Quirey stated that the majority of the 
capital, or a large amount of the capital, which had 
been raised since 1913, and which was included in 
the statement which he put in as showing the capital 
which could be allocated to meet the capital expendi- 
ture since 1913 had not in fact been used in respect 
of that capital expenditure; it had in fact been used 
in respect of capital expenditure which had taken 
place prior to 1913, or at some date prior to 1913, 
when that period under 58 (1) ( b ) starts ; and I think 
that he admitted that except in the case of the Great 
Western Railway, the £2,800,000 which was raised 
with regard to taking over the Swansea Harbour 
Trust, that the majority, anyway, of the capital 
which had been raised had not been raised in respect 
of capital expenditure. I think, perhaps, I had 
better refer you to the passages in Mr. Quirey’s 
evidence. It starts on page 89, at Question 1111, and 
it goes down to Question 1123. Question 1125 is the 
place where he deals with the Great Western Railway 
Company. I do not want to read it all through; per- 
haps I might just give the references. 

'President : I remember it, hut I .am very glad to 
have the reference again. 

Mr. Stafford Cripps : And then there was also a 
question which was raised on the same basis as to the 
money provided by the Government, £60,000,000, 
£19,000,000 of which was appropriated to the capital 
expenditure, and the question of whether free reserves 
could be treated as additional capital which comes 
under Item (b). Mr. Quirey’s evidence on that is on 
page 90, at Question 1131 to 1133, and page 93, 
Question 1273; and Mr. Quirey quite clearly admitted 
that it would be impossible to use the term 
“ additional capital ” with regard to any moneys 
provided from reserves, and similarly with regard to 
the Government money which he said had been used ; 
lie agreed that that money could not be treated as 
having been provided in respect of capital expendi- 
ture; so that, in my submission, both those items 
must be excluded from the term “ capital raised or 
provided.” 

Now with regard to the next item, Item (c), 
“ 1 Allowance necessary to .remunerate adequately any 
additional capital.’ This allowance should be fixed 
at a maximum of 5i per cent.” There are two reasons, 
in my submission, for that. I have given an illustra- 
tion as to what the necessary remuneration of capital 
would be, and on that theory the proper remunera- 
tion to be paid would be the actual remuneration 
which was promised when the money was raised, 
taking into account, of course, the price at which the 
stocks, or whatever they were, were issued. But, 
further, if you take a percentage between 58 (1) (a) 
and 58 (1) (6), where presumably the figure of 6 per 
cent, has been fixed as a fair and proper figure under 
58, you will remember that the two periods which are 
covered, 58 (1) (a) 'and 58 (1) ( b ) are the same periods, 
except that 58 (1) (5) will include the period since the 
railways have been handed back to the railway com- 
panies; that is to say, they both cover the period 1913 
to 1921, but 58 (1) ( b ) will in addition cover the period 
1921 to date; and seeing that, in my submission, the 
price of money has so much gone down since the 



termination of the period it would obviously not be 
right to give the railway companies a higher figure 
than that which was fixed under 58 (1) (a.), and, 
of course, that figure which was fixed under 68 
(1) (a) must no doubt have been fixed having in 
mind the negotiations with the railway companies 
which eventuated in the alteration of the rate from 
4 per cent, to 5 per cent, in May, 1919. You will 
remember, Sir" that I put some questions to Sir 
William Plender upon that as to whether he remem- 
bered what took place in relation to that. The facts 
were that in 1919 the railway companies were dis- 
satisfied with the 4 per cent, which they said was 
not adequate remuneration upon capital expenditure 
and they pressed the Government to give them a 
higher figure, and eventually, no doubt as a matter 
of compromise, the figure of 5 per cent, was agreed, 
and that was sufficient at that time to induce the 
railway companies to undertake the capital expen- 
diture which they said was being hold up. There- 
fore it shows that in 1919 when money was much 
more expensive than it is now that 5 per cent, was 
then considered an adequate figure' to allow the 
railway companies to go forward with their pro- 
gramme of capital expenditure, and I think that 
that gives an indication that 5 per cent, is a very 
liberal figure to allow with regard to items under 
58 (1) (b). 

Now with regard to (d ) : “ 1 Enhancement of value 
of undertaking.’ The expenditure of invested re- 
serves upon capital works does not enhance the value 
of the undertaking.” That really is another point 
dealing with the question of whether reserves can 
be treated as capital; that is the first point as 
regards reserves; they are not additional capital 
at all; but even if they could be so treated upon 
the evidence of Mr. Quirey at page 89, Question 
1107, and one or two questions around there, he 
was quite clear that the mere exchange from the 
liquid asset to the fixed asset which would result 
from the investment of the free reserves, with the 
exchange of free reserves from ordinary investments 
to investments to capital works would not enhance 
the value of the undertaking, and I accept the 
definition which Mr. Quirey gave to “ undertaking ” 
there which is the whole undertaking of the railway 
company, including its investments and all other 
matters that bring in revenue at all. It was curious 
that Mr. Quirey said that he had given a different 
meaning to it in the subsequent sub-section, a 
meaning which, as a matter of fact, I think was 
against the railway companies because, according to 
him, it would have excluded several items: 1 do 

not think there was- any justification for my state- 
ment for giving any different meaning. I think 
it is obvious that you must take the same meaning 
in the two sub-sections . That deals with the whole 
of the matters which come under 68 (1) (b). 

Under Item 5 comes the much debated question of 
a work, which the Lord Advocate so kindly termed 
my “ star turn.” It does seem necessary amongst the 
confusion which has been brought about by the- rail- 
way companies’ witnesses to try and select some 
definition which may be applicable. It is quite 
interesting to follow the course of the definition of 
Mr. Williams who was wholly unable to define it at 
all and said he could give no justification for having 
included several items because they were not work. 
Mr. Williams was the man put forward by Sir Ralph 
Wedgwood as the man in the railway companies who 
could give the proper definition which should be 
adopted. Now, the definition suggested here is one 
which has been suggested by the railway companies, 
but not adopted by them : “A work is to be defined 
as a constructional operation which is carried out as 
the result of a single order given in one single minute 
of the Board of Directors. Subsequent additions to 
such work made as the result of new orders given -by 
the Board of Directors are not to be included unless 
in each instance the order authorises a work of not 
less than £25,000.” Now, the reason for basing it 
upon the order of the Board of Directors is that 

0 2 



46038 



294 



PROCEEDINGS OF THE RAILWAY RATES TRIBUNAL. 



24 June , 1924.] 



it seems to me that that is tlio onlfy document 
which it is possible to fix upon as deter- 

mining a work. It is quite obvious that it 
was not intended .to apply, and has not been taken 
so to apply, to the work which was ordered or which 
was permitted under a private Act of Parliament; 
it is not that; but I do think that it is reasonable to 
say that where Directors have considered a thing as 
an isolated question in one particular Minute of their 
Board, dealt with it separately, that it is reasonable 
to consider that that is a work, and the effect of that 
definition is, of course, probably — it is difficult to say 
exactly — to wipe out a good many of the items which 
appear under this Sub-section. You will remember, 
Sir, that I put ofie instance, I think it was to Sir 
Ralph Wedgwood, about the London Extension Line. 
When the railway companies 'afforded us facility for 
inspecting their books it was only possible for us to 
spend two or three hours going through the Minutes, 
and by that time we had only managed to collect some 
dozens of Minutes which extended out to the year 
1897 on the London Extension Railway. By that 
time orders for works to the extent of some £8,000,000 
had been given, which are brought in, I presume, 
under the Item £9,700,000 under date 1899; and 
there is no evidence either as to lvhen the money was 
expended or as to when those particular works were 
brought into use. The only evidence suggested by 
the railway companies was a Minute which I 
read to the Tribunal which was forwarded to 
my clients which stated that Marylebone Station 
had been opened on a certain date, March 10tli, 1899. 

I submit that it is necessary to consider those when 
the details of this 58 (1) (o) have to be gone into, if 
they have to be after. I suggest there is a way in 
which those could be gone into, but I want to take 
the words of the section first. It will be necessary 
to relate each of these works to a particular Minute 
which ordered the works, and then it would be 
necessary to take what comes in the next section, 
take the date of capital expenditure as the criterion, 
and not the date when the works were brought into 
use. You will appreciate, Sir, that the railway com- 
panies have taken the date of capital expenditure 
under -58 (1) ( b ), because that seems to be a favour- 
able thing to do, and under 58 (1) (c) they suggest 
the date when it is brought int6 use because, also, 
that seems to be a favourable thing to do; but I 
would suggest that it is better, as a matter of prin- 
ciple, to adopt one system or the other, and that 
the proper system to adopt when the question with 
which one is dealing is capital expenditure, is the 
date when the capital was expended, and it is only 
right if they wish to adopt that under 58 (1) (6) 
that they should accept it as being adopted under 
58 (1) (c). Of course, the effect of that, again, will 
be that in cases like the London Extension Railway 
you will get practically the whole of the item wiped 
out, because, even on their formula, the whole of it 
was expended prior to 1899, or practically the 
whole of it. 

There was one question which I think was raised 
by the learned President during the cross-examina- 
tion of Mr. Quirey as to what would happen then 
with regard to money which was expended at the 
end of 1912; would not that mean bringing in a lot 
of money which had been expended in 1912, the works 
for which did not come into use till 1913, and there- 
fore on the present system of the railway companies 
would be excluded, but I think that Mr. Quirey made 
that quite clear. 

President : I think you dealt with that in sub- 
sequent questions. 

Mr. Stafford Ctipps : 1 was only just going to say 
this : I think it was quite clear that that came under 
(a) £7,192,000, or some figure of the sort, and there- 
fore it would not come in again under (c), and Mr. 
Quirey quite agreed with that. 

There is a small item at the end, Item 5 (5), in 
calculating the date of expenditure, the nearest half- 
year to be taken ; that is money expended up to 
30th September to be taken as at June, money 
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expended thereafter to be taken as at December. 
Of course, that may seem to be rather a small point 
considering the sums of money that are to-day being 
dealt with, but as an illustration of the sort of effect 
it may have it ds interesting again to refer to the 
London extension of the Great Central Railway 
Company. If you take the formula of the railway 
companies, and if you take their evidence which they 
have offered as regards the date when it came into 
use, which was March 10th, 1899, the whole item 
would disappear on this basis, because it would be 
related back to December, 1898, as to which there is 
no claim because it does not come within the formula, 
and therefore although it may be a small point it will 
have a very considerable effect; and besides, of 
course, eliminating those items from the beginning 
altogether, it will also set back a very large number 
of items throughout the half-year. 

Now comes the question of fully remunerative: 

“ Fully remunerative. The various classes of works 
to be catalogued separately and each class dealt with 
separately.” Now, Sir, 1 suggest that if a classifica- 
tion of these items is got out with the knowledge 
which the railway companies possess and could be put 
at the service of the Tribunal that it would be possible 
in all probability to eliminate on the classification 
alone, a very large number of them; that is to say, 
the Tribunal will say that under 58 (1) (c), as properly 
interpreted, these classes will not come in at all. That 
will be the first stage of elimination, and, if I may, 
I will give to the Tribunal an instance of the sort 
of way in which it is possible classification might 
proceed. Take the case, for instance, of the widening 
of a suburban line. I would submit that an item 
like that which must immediately, or very nearly 
immediately, come into full use is obviously a class 
which could be eliminated. The Tribunal will say 
that this section was never intended to deal with 
items such as that. On the other hand, if you take 
a case where a new rural line has been opened up 
by a railway company to deal with an entirely new 
area that would probably be a class which the 
Tribunal would say : Well, this is a case where a lot 
of money has been expended to develop a new area, 
and there obviously has not been time for proper 
remuneration, and we will make some sort of allow- 
ance with respect to it. 

I am only putting that forward as an illustration 
of the possible manner in which these things might 
be grouped. I do not think that it would be satis- 
factory to group them entirely by their nature; that 
is to say, a widening of a line would never be re- 
munerative to the same extent all over the country. 
A station might very well be very quickly remunera- 
tive in a populous centre, but on the other hand 
some junction out in the country which it might be 
necessary to build, might not be remunerative in the 
same way. If some qualification could be devised 
with the knowledge that the railway companies have, 
I think that it would probably be a comparatively 
simple matter — I say “ comparatively ” simple — to 
deal with the classes and eliminate those first and 
then, if need be, from what remains behind some 
typical instances could be taken out of the various 
classes, and some determination should be come to 
as to whether a flat rate was to be allowed in regard 
to all those matters, or as to whether some formula 
should be applied. 

Of course until one can analyse and eliminate the 
parts that are obviously not intended to be included, 
it is difficult to foretell what may be left or what 
sort of consideration should properly apply to it. I 
suggest to the Tribunal that the first stage must be 
the proper classification of these various works, so 
that the Tribunal may consider those as part, and 
deal with them as part of this, first. 

Now the last item but one on this is : Revenue on 
depreciation account which is built up in respect of 
items under Section 58 (1) (c) prior to 1913 to be 
taken into account as already partially remunerating 
the capital expenditure. You will remember that 
that question was put to Mr. Williams and it was also 
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put to Sir William Piender. The references to Mr. 
William’s evidence are at page 141, Question 2786, 
and the questions which follow, and page 146, Ques- 
tion 2843, where Mr. Jepson .asked Mr. Williams a 
question about that. I think it appears quite clear 
from the questions which Mr. Jepson put to Mr. 
Williams that the depreciation fund had been earn- 
ing revenue which was paid to the revenue account 
and that as far as that revenue is concerned it was 
acting partially to remunerate the expenditure which 
had been taking place before 1913 and which was 
included under 68 (1) (c). That of course must be 
an incident of any depreciation fund, I submit, and 
if you take such a long period as 16 years over which 
you say that your capital has not fully fructified, you 
must also take into consideration the fact that over 
such a long period as 16 years you are building up 
big depreciation funds against that capital. Of 
course, if you are content to take a short period of 
three or four years prior to 1913 and say that it is 
only over such a period that you claim, then the 
matter would not be worth considering; but when 
you do take into account a long period during which 
you are accumulating depreciation funds, then you 
must take into account the earning capacity of those 
depreciation funds as well as the earning capacity of 
the work which they partially represent, because 
supposing one looks at it from the point of view of 
the value of the works, the £100,000 work in 1900 
is represented really, although not on the balance 
sheet I agree, by a £74,000 work and £26,000 in the 
depreciation fund by the time you reach 1913. There- 
fore, one of the penalties of taking such a long period 
is that you must also take into account the interest 
you are earning on the £26,000. 

Now, Sir, the last item on that form is the 
enhancement of the value of the undertaking. As 
regards that, of course the onus is on the railway 
company; but if one can deal with the matter in 
classes, as I have suggested, it will not necessarily 
be for the railway company in the first instance to 
prove that each particular work enhances the under- 
taking. They will have to prove that work of that 
class has enhanced the value of the undertaking. I 
do not want to add any more on that subject, 
because it has been already very fully dealt with. 

There is one other item which is not in this 
account, and which, quite frankly, I do not know 
how ifi should be dealt with; that is the item which 
you may remember Mr. Quirey referred to. It was 
a matter of £160,000 a year, which was the interest 
on £2,600,000 referred to in the Oolwyn Report, 
with regard to ships that had been bought or re- 
placed, or money given to replace them, by the 
Admiralty. 

Mr. Quirey quite frankly admitted that there was 
■a danger that in future years, although those ships 
are represented by revenue in the 1913 accounts, a 
further claim will be made to remunerate that 
£2,600,000 to the extent of 6 per cent, when it was 
spent on capital work. Therefore, if that were done 
the trader or the passenger would be paying twice 
for the interest on that £2,500,000 — first as interest 
on the earning capacity of the ships, and, secondly, 
as interest on £2,600,000. That is at page 90, 
Questions 1153 to 1160. 

Now, Sir, there is only one other matter that I 
want to mention at all, and that is the question 
of how the Tribunal are to be satisfied as to the 
carrying out of any directions they give with regard 
to the form in which the accounts should be drawn 
up. Of course, it is quite impossible for my clients 
to make a full investigation into the railway com- 
panies’ accounts and to go through all these matters 
in detail; but my clients will certainly be satisfied 
if the matter were referred to the Ministry of 
Transport to be settled between the Ministry of 
Transport and the railway companies once this 
Tribunal has laid down the principles upon which 
those two bodies should act together in getting out 
the fresh form of accounts after the decision of the 
Tribunal. 



President : Mr. Morrison. 

Mr. Morrison-. Sir, since I knew I was to represent 
the National Council of the Trade Union Congress 
and the Labour Party I have been studying the 
provisions of Section 58 of the Railways Act of 1921. 
It certainly is a very difficult section for the layman 
to understand, and I think even the Tribunal is 
impressed with the difficulty with which it is faced 
in interpreting it. The Tribunal has now been sit- 
ting, I think, for ten days. I looked up last night 
the proceedings of the Committee of Parliament upon 
the Bill, and I found that, although the railway com- 
panies’ representatives were active and produced 
amendments to the Bill, nevertheless, Section 58 was 
passed in about li hours of the Committee of Par- 
liament’s time. That is rather an interesting thing 
to find when one realises the great complexity of the 
matter now that it has to be determined by the 
Court. 

■Section 58 of the Act is headed “ Adjustment of 
charges to revenue,” and lays down the basis on 
which standard revenue is to be ascertained. 

Briefly, it provides for annual net revenue equi- 
valent to the aggregate net revenues of the con- 
stituent companies, and subsidiary companies, in the 
year 1913, p>lus interest or allowances in respect of 
certain capital expenditure specified in Sub- 
section (1). 

But the sub-section does not stop there; it goes on 
to provide that : “in determining the sum which 

charges will (with efficient and economic working and 
management) yield, the Tribunal shall, with a view 
to encouraging the taking of early steps for effecting 
economies in working and management expenses 
rendered possible by, or in anticipation of, amal- 
gamation, take into consideration the economies 
effected by such steps already taken, and shall make 
such 'allowance in respect thereof as the Tribunal 
may consider fair and equitable to an amount not 
exceeding 33J per cent of such economies.” 

Now, Sir, 1 do not know how far that provision 
of the section 'is actually relevant to this stage of 
the proceedings, but I am bound to confess to some 
surprise when I saw the railway companies were 
making no claim in the proceedings which are now 
before the Tribunal for an allowance in respect of 
economies and efficient management expected con- 
sequent upon amalgamation, particularly when ex- 
pectations were raised under that head by the 
Minister of that time (Sir Eric Geddes), who had 
considerable railway experience. I am bound to 
say that I should have thought that by this time — 
two years or more after the passing of the Act — 
the railway companies would have been ready to deal 
with that point, and would have been ready to submit 
to the Tribunal fairly definite information as to 
probable economies in that respect. But the only 
attempt, so far, that I know of, that the companies 
have made has been an attempt to reduce the wages 
of the workpeople on the railway — with which, of 
course, personally, I have no sympathy. They have 
not brought anything before the Tribunal so far in 
that connection, and all that has been secured as 
the result of cross-examination is a definite intima- 
tion that it is their intention to bring forward a 
claim for economies, and I think it would have been 
more convenient if that claim had been before the 
Tribunal at this juncture. We understand it is to 
come, and presumably it will be dealt with in con- 
nection with the next stage of the proceedings in con- 
sidering revenue and expenditure. Presumably, 
therefore, the figure of the net revenue will not yet be 
determined, so far as the figure is concerned, in these 
immediate proceeding®, but will be determined so 
far as principles are concerned. 

Then there is the question of ancillary services, 
such as hotels, docks, and so on. Again I am not 
quite sure how far that affects these immediate pro • 
ceedings. It is clear that if hotels are managed 
with a view to inducing railway traffic rather than 
to secure revenue from the hotels, the railway pas- 
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senger, whom I more particularly represent, has 
a right to complain. 

There were cases recently where the companies 
made application to the various assessment com- 
mittees of the local authorities for reduction of their 
assessments, including hotels, on the ground that 
they were not doing very well. We have it laid down 
before the Court that they are anticipating a net 
profit of £1,000,000. One is not quite clear, from the 
various experiences of the railway companies, 
whether they regard hotels as paying propositions 
before this Court and not as paying propositions 
before the assessment committees of the country. The 
opinion of the companies seems to vary somewhat 
according to where they are and what claims they are 
making. 

The Court has to determine what is the standard 
revenue. The Act is not clear on this point. On 
the one hand, no reference is made to the published 
accounts for the year 1913, and, on the other hand, 
the statutory accounts do not actually use the term 
“annual net revenue” or “net revenue” which 
is used in the Act. As the Ministry of Transport 
points out, there are at least four alternative bases : 
(1) Net receipts in respect of railway working, as 
per account No. 10; (2) Net receipts in respect of 
railway and other businesses, as per account No. 8; 
(3) Total net income, as per account No. 8; (4) Total 
net income, less interest, rental and other fixed 
charges, other than interest and dividends on capital 
issued, and appropriation to general reserve and 
other specific purposes, as per account No. 9. 

In considering the alternatives, as the Ministry of 
Transport suggests, it has to be borne in mind that, 
in some cases, items of a similar character may 
appear in different sections of the accounts of the 
various companies owing, in certain cases, to different 
conditions in the particular ownership or arrange- 
ments, or to different methods or dealing with items 
which are fundamentally the same in character. 

In addition to this, the particular use of capital, 
especially for temporary purposes, may affect income 
or expenditure as between one section of the accounts 
and another, especially where the question of interest 
is concerned. Similarly, credits of one section of the 
accounts may be debits of another section. 

All these matters tend to complicate the question, 
but I understand that substantial agreement has 
been come to between the other parties on most of 
these questions. It will, however, be for the Court 
to decide whether or not any specfiic interpretation, 
which may or may not have been agreed, is the 
right one. 

The question of ancillary undertakings I do not 
intend to press at this point, because I think they 
. are more relevant to the next stage of the pro- 
ceedings. 

Now, Sir, I will come to a reference to the pro- 
visions of Section 58 (1) (b). In this connection, 
too, it will be noticed that the claim for an allow- 
ance under Section 58 (1) ( b ), in respect of capital 
raised since the 1st January, 1913, also includes 
hotels, the whole of the claim for items under this 
schedule being at the rate of 6 per cent., making 
in the case of the companies mentioned a total 
claim of £237,548 on a capital of, approximately, 
£4,000,000. 

It- is to be noted in the railway returns that the 
average dividends paid on the various classes of 
capital of the railway companies have, I think it 
is true to say, never reached 6 per cent. I think in 
any year they have never averaged the amount of 
fi per cent. Therefore, on that basis alone, it does 
appear to me that 6 per cent, is a very tall sum 
to claim, and the Tribunal, I think, is entitled to 
have regard more to the average dividend paid on 
the various classes of capital, rather than to what 
the companies claim is the necessary interest to 
raise capital at the present moment, because this 
capital expenditure is not all of it relevant to the 
present moment ; some, of it has been spread over 
a good many years. In any case, I think the average 



dividends paid by the companies would be a truer 
test than this arbitrary claim of the companies for 
6 per cent., which, I say, I think is in excess of 
any average dividend the companies have paid in 
any given year. 

The Tribunal has to remember that the 6 per cent, 
goes on for all time. It may be that in a few years 
the price of money may fall. Companies of this 
kind may be able to borrow money in a few years 
at the rate of 4 per cent. That may yet happen. 
Municipalities may be able to borrow at 3J or 31 
per cent. Even now I think the London County' 
Council can borrow at 4J per cent. In view of 
those facts, and in view of the tendency for money 
to become cheaper, it does seem to me that a claim 
of 6 per cent, is extortionate and ought not to be 
admitted. I think that the claim requires a good 
deal of justification, quite apart from the onus for. 
some reason or other thrown by the Act upon the 
objectors to show, if possible, that any such expendi- 
ture does not enhance the value of the undertaking. 
I hope, therefore, that the Tribunal will reduce the. 
amount of interest which the companies are claiming 
under this section. 

Other important points in connection with the 
basis of standard revenue have already been dealt 
w r ith by learned Counsel and others, but I think these 
observations are sufficient to indicate the importance 
which I attach to the questions which have been 
touched upon. It may be necessary to deal further 
with those points at a later stage, but they are 
points of importance in these present proceedings of 
the Tribunal. 

Now, Sir, the companies have presented to the 
Tribunal a set of quite well-done booklets at a 
guinea a time. One could well criticise these docu- 
ments from various points of view ; even from an 
accountancy standpoint they are obviously lacking 
in details such as might be expected from 
accountants, railway or otherwise. But, on the 
other hand, they are, in a sense, just the sort of 
statements that accountants might quite rightly be 
expected to produce; that is to say, they are pre- 
pared, first, with a view to including all items to 
be found in particular- accounts in their books — with 
one or two obvious exceptions — so that the resulting 
statements might be readily balanced and be capable 
of easy verification from an arithmetical or book- 
keeping point of view. 

If the statements produced had been merely docu- 
ments for the internal purposes of the companies 
as statistical records they might have been regarded 
as quite useful, though by no means conclusive. But 
as documents on which a Tribunal such as this is 
asked to pronounce judgment, and to fix a figure of 
such importance as that provided for by Section 58 
of the Railways Act, 1921, I suggest they are quite 
unsatisfactory, and entirely inconclusive. 

The somewhat lia-zy notions which the companies 
have on quite important questions affecting their 
claims has been illustrated by the answers to the now 
famous question of Mr. Cripps : “ What is a work? ” 
but perhaps even more so by the answer of one of the 
railway companies’ representatives to the question as 
to when expenditure is incurred. His reply, that the 
date an expenditure is incurred is the date on which 
the cheque is drawn or issued only goes to further 
indicate the shaky foundation on which some of these 
claims are based. The different opinions as to what 
is meant by the word “ undertaking ” is another 
example of the same thing. 

You will remember the question of whether the in- 
vestments are part of the railway. The companies 
have shown a very hazy view as to their accountancy 
interpretation of the various points which have been 
put in this connection. It may be claimed that the 
last-mentioned question, and other questions which 
have been raised, are either highly technical or in- 
volve points of law ; but I suggest that the railway 
companies at least have had the benefit of highly 
trained officers versed in technicalities, besides having 
access to some of the best available legal advice and 
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to expert accountancy opinions, and I do feel that 
the Tribunal was entitled to expect much more 
authoritative and decided statements and opinions on 
some of these points than the railway companies have 
produced. The companies have had two years to 
consider these questions, and it would almost appear 
that they have only now begun to realise what is 
involved in the answers. 

The statements of claims in respect of remuneration 
on capital expenditure are peculiarly lacking in a 
reflection of those practical considerations which 
should guide this Tribunal, and, with the exception 
of the claims under Section 58 (1) (a), these claims 
have suffered severely in the course of this Inquiry, 
and I suggest that, without revision, they cannot 
stand. 

The contention, made over and over again, that 
certain capital expenditure, if not included in the 
claims now can never be properly remunerated, seems 
entirely to overlook the fact that capital expenditure, 
which is such as to enhance the value of the under- 
taking, must inevitably be properly remunerated in 
the ordinary course of working the railway; that is 
to say, it receives out of the common pool of profits 
its quota in common with all the capital invested in 
the railway. Now there is special provision if there 
is a surplus over the revenue now fixed by the 
Tribunal for additional interest to be recognised in 
subsequent proceedings under Section 59, Sub- 
section (3), of the Act. The whole of the provisions 
under Section 58 (1) are most unusual and generous 
in their outlook, and as such must obviously be very 
conservatively construed, and claims based on them 
most carefully examined and adjudicated upon. 

Now, Sir, dealing in their order with the companies’ 
accounts and the claims submitted under Section 58, 
I would like to submit certain supplementary obser- 
vations. First of all there is the basis of net revenue 
for 1913, the whole of Which is entitled to rank under 
Section 58. The companies having abandoned the 
ground that the published accounts must be taken 
as final and conclusive — a point on which the Lord 
Advocate laid very great stress in this opening, but 
which he has now agreed cannot be held as tenable 
—it is obviously open to objectors to challenge the 
accounts with a view to revision of at least any 
specific items, and the Act itself, of course, made no 
reference to the public accounts of 1913. 

I suggest that a case has been made out for chal- 
lenging the figure of depreciation and maintenance. 
Here, again, there has been a good deal of hazi- 
ness on the part of witnesses representing the 
railway companies, and as this is so important an 
item it is impossible for the objectors to be fully 
satisfied with the position as it presents itself at 
the moment. Here we have a sum of nearly 
£25,000,000 in 1913, as against more than double 
that sum in 1923, and no mere comparison of 
figures or calculations of percentages can prove that 
either figure is correct. In view of all the evidence, 
either the companies should produce further details 
of the 1913 figures in a properly tabulated form, 
or the Tribunal should make a deduction from the 
1913 revenue. 

Apart from this, any accountant will tell you that 
one of the most difficult problems in settling accounts 
is to be satisfied that all the liabilities are included. 
The revenue items are much easier to trace and to 
be sure of; but it is not an uncommon thing for 
liabilities on the expenditure side to be missed and 
they are easily overlooked. In this case no attempt 
appears to have been made by the companies to 
ascertain liabilities omitted from the 1913 accounts, 
which may well have happened, and I suggest that 
at least the 1914 accounts must bo searched and the 
result placed before this Tribunal before it can be 
satisfied as to the companies’ case. It is con- 

ceivable that among all these companies a million 
or two pounds could be found. 

Now, Sir, there are claims under Section 58 
(1) (a). Here I understand that all the claims which 
have been admitted or are likely to be admitted by 
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the Government are included. That last point is 
a little nebulous, but I understand the Ministry of 
Transport will produce a certificate which, as Mr. 
Ci'ipps said, ought to settle that point. 

Then under Section 58 (1) (b) I agree entirely with 
Sir Douglas Hogg when he claims that capital pro- 
vided is not the use of moneys in the hands of the 
companies in the form of free reserves. That, in my 
judgment, cannot be argued to be capital, and here 
I would refer to a question which I put to Mr. 
Quirey, and the answer which he gave, because para- 
graph (b) does specifically use the term “ capital ” 
as distinguished from “ capital expenditure.” I 
think it is clear from the answer which. Mr. Quirey 
gave me at page 95, Question 1360, that he himself 
does not regard the mere use of the free reserves for 
purposes possibly of capital expenditure — which in 
itself is a term that could be argued about on specific 
items — as thereby constituting that money capital in 
the sense commonly understood. 

I asked Mr. Quirey : “ You may raise part of the 
additional money, or it may have been raised, by the 
capitalisation of reserves,” because I wanted to be 
clear as to whether he did regard this process as 
the capitalisation of reserves, and Mr. Quirey 
answered: “I know it can be done in a limited 
liability company, but I do not know whether it can 
be done by a railway company.” 

Now apart from the point of legal doubt which Mr. 
Quirey throws upon the point as to whether it was 
open to the railway companies to capitalise reserves, 
it is clearly implied in the answer to the question, so 
far as the railway companies are concerned, that they 
did not actually capitalise reserves; it was merely the 
use of floating money for the purposes of certain 
expenditure which was regarded as capital expendi- 
ture at the time. Therefore, within the meaning of 
paragraph (6), it seems to me that all the expendi- 
ture must inevitably go out and should be disallowed. 
The question of remuneration I have dealt with else- 
where, but adequate remuneration surely does not 
mean full remuneration irrespective of earned revenue 
in respect of that capital. I suggest that, at any 
rate, it does not mean six per cent. 

The Tribunal, I suggest also, will exercise some 
control over possible abuse through the manipulation 
of funds. I think, Sir, that when we are dealing 
with great statutory corporations like railway com- 
panies, especially when they come under public con- 
trol, or judicial control, as they are before this 
Tribunal, that it is very desirable that the practice 
of certain limited liability companies of manipulating 
hidden reserves or other reserves — of having behind 
them almost secret funds and of using one fund for 
another purpose with the effect possibly of making 
the accounts work out in a. way in which they ought 
not to work out, if it is a controlled undertaking is 
a very dangerous thing and the companies ought to 
be taught, and I think they are entitled to' be taught, 
that the use of free reserves in this connection, whilst 
it may be proper on its merits, cannot be regarded 
ns capital expenditure ias understood ’within the 
meaning of Section 58 (1) (b). 

And now, Sir, I come to Section 58 (1) (c). Here 
I think that the evidence of the railway companies 
has been really extraordinarily weak ; in fact, I ven- 
ture to submit to the Tribunal that there has been 
no evidence at all. 

May I recall to the Tribunal the provision of para- 
graph (c) : That the companies may be allowed such 
allowance as appears to the Rates Tribunal to be 
reasonable in respect of capital expenditure (not being 
less than £25,000 in the case of any work, and not 
being capital expenditure included in paragraph (a)) 
on works which enhance the value of the undertaking, 
but which had not at the beginning of the year 1913 
Iiecomp fully remunerative. May I impress upon 
the Tribunal that the obligation under this paragraph 
is upon the railway companies to prove their claim 
under it. It is not, if I may say so, for the critics 
of the railway companies to try to find an alternative 
method of dealing with the paragraph; the dbliga- 
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tion is not upon the opponents of the companies to 
help them out of their difficulties, although we are 
all glad to help anybody out of their difficulty, even 
a railway company, if we can do it. But it really 
is not good enough for the Lord Advocate to appeal 
to other parties in these proceedings to show him 
how to do it. It is up to the Lord Advocate to 
advise the railway company; it is up to the railway 
companies’ accountants and experts and general 
manager, not to mention their infinitely wise 
directors, to solve all these problems and to come to 
the Tribunal and prove to the Tribunal that these 
forms are in conformity with paragraph (c) of the 
section. 

My submission to the Tribunal is that the railway 
companies have not submitted a shred of evidence 
to show that the long list of works which they sub- 
mitted under paragraph (c) are in conformity with 
the section. After all, this is a court of law which 
has got to administer the law and give the companies 
only what they are entitled to in accordance with 
the law. The companies have not proved that each 
of these were works ; they cannot even prove the 
orders of the directors to let them get on with the 
works. I mean, presumably the officials of the rail- 
way companies do not go in fori considerable works 
which involve considerable capital expenditure with- 
out the instructions of their directors. I presume 
that the railway companies are sufficiently democratic 
that they do not allow their officials to go wandering 
around with the companies’ capital in that way. 
Certainly if a municipality or a State Department 
was to engage in considerable capital expenditure 
without the instructions of the Minister, or, in the 
case of a county council, the authority of the com- 
mittee or the authority and the recommendation of 
the finance committee that they were to engage in 
capital expenditure of over £25,000 — without 

specific authorisation which could be produced on the 
records of the council — some officials would get into 
trouble or the council would be surcharged by the 
District Auditor of the Minister of Health. 

Solicitor-General: Not now. 

Mr. Momson : The Solicitor^General thinks things 
may be easier now; however, that is by the way. 
But no attempt lhas been made to produce any 
evidence that these were works or that instructions 
were given to get on with them. Although I have 
very little admiration for the way in which private 
limited liability companies conduct their affairs, 
nevertheless I find it very difficult, even in the case 
of a railway company, to believe that these companies 
are so dominated by officialism that they allow the 
officials to engage in capital expenditure of £25,000 
without a specific authorisation of the Board of 
Directors of the company, or, at any rate, of the 
Finance Committee or Works Committee, or whatever 
it is called, of the Board themselves. The companies 
are not prepared to bring up that evidence as to 
authorisation of the works, so that we do not know 
where we are — as to whether these are separate works 
or whether they are works at all in any case. 

Then there is a further provision that the com- 
panies have to show — it is very fortunate that I have 
not got to do it — they may do the reverse in this case 
under Section 6; they have to show that these works 
enhance the value of the undertaking. They have 
not tried to do so. Counsel 'and myself have asked 
them questions on that point, and they cannot tell 
us. Therefore, they have not proved, and have not 
attempted to prove, that these works enhance the 
value of the undertaking. 

Then again they have not attempted to 6how in any 
way that at the beginning of the year 1913 they 
became fully remunerative. May I venture to refresh 
the mind of the Tribunal as to certain questions 
which were put on that point and the answers which 
were received? At page 96, Question 1360, where I 
was anxious to find out what the companies had done 
in this connection, and what principle they had acted 
on, I put this to Mr. Quirey: Would you not agree 

that it is possible for an undertaking freshly coming 



into use, or the addition of some plant, or a new 
hotel for example — is it possible for such an under- 
taking immediately it comes into use to be 
remunerative having regard to the capital employed 
in it? ” and Mr. Quirey said: “ Yes, it is possible.” 
He forgot his 15 years; at least he did not forget it, 
but he knew he could not defend his 15 years, and 
he admitted it was possible for a capital undertaking 
to come immediately into remunerative use. Then I 
put the converse to him and said: “ On the other 
hand it may be that another extension or under- 
taking which had been completed for 20 or 30 years 
might not, even then, he remunerative? ” and he 
said: “That is possible, too. We have gone upon 
an average.” Then I asked him: “You have gone 
upon time alone? ” and he said: “ Upon an average, 
using time.” Then I raised another point, and this 
is a point that I think the Tribunal must, under the 
provisions of the section, insist upon: “Would not 
the better method have been to have examined the 
particular extension or .undertaking concerned and 
to have seen how far it was or was not 
remunerative? ” 1 submit that is the only pro- 
cedure whereby the provisions of paragraph (c) may 
be met. The answer was: “That would be a 

particularly difficult work. I think I have explained 
to the Tribunal that it is impossible to fohow out 
every item of capital expenditure and ascertain how 
far it is remunerative.” 

Later on I put to him the question whether it 
is remunerative in that sense, and the question 
whether it is well managed. The mere fact that a 
thing does not pay does not mean that it comes 
under paragraph (c). It may be very badly managed. 
The railway companies have a habit of badly manag- 
ing things sometimes. It may be so badly managed 
that it never will be remunerative simply because 
the wrong people are managing it. Therefore I sub- 
mit in that case it would not follow because it was 
not remunerative that it ought to come under para- 
graph (c). I should say in that case that that was 
conclusive evidence that it had not enhanced the 
value of the undertaking; on the contrary, it had 
become a liability of the undertaking. Therefore, I 
put this point : “ The question whether it is 

remunerative in that sense, and the question whether 
it is well managed, and the question whether it is 
used as a hotel, not because the company wants it 
t.o pay, but because the company wants to induce 
railway business — these questions are not brought into 
account?” and Mr. Quirey quite rightly and openly 
said: “No.” 

A further point was put by Sir Douglas Hogg to 
Sir Ralph Wedgewood, who, of course, is a very 
high authority in the railway world, and we could 
not have any better evidence on this point than the 
evidence of Sir Ralph. Sir Ralph, on June 20th, 
when the question was put to him: “So that, in 

fact, the formula does not represent the actual facts 
with regard to any case which you have been able 
to investigate in your group of railways?” said: 
“ Very possibly.” 

Now, Sir, the railway companies may have had a 
difficulty in meeting paragraph (c) ; but that is their 
funeral. There is the obligation on the railway com- 
panies to meet paragraph (c) if they want any claim 
to be granted by the Tribunal under this Act. If 
they cannot bring evidence to the Tribunal in support 
of their claim under paragraph (c) they shoidd not 
have brought the claims, because they cannot expect 
the Tribunal merely to grant things on a formula 
without any evidence being produced at all. My sub- 
mission to the Tribunal is that it must look at the 
matter in this light. The Tribunal has to adjudicate 
under Section 58; it has to do so on evidence which 
has been submitted to them ; it has to consider the 
weight of evidence, and then make up its mind. If 
the companies, upon whom the onus of proof exists, 
do not produce any evidence at all, then the Tribunal 
has no option but to strike out the whole of the 
schedule submitted under paragraph (c) on the 
claims. They have not been substantiated by the 
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railway companies. The railway companies have a 
difficulty, and they said: “ We must get a formula; 
we must get a regulation ; we must get some rule of 
thumb whereby we can throw the whole list in and 
say that conforms to the formula. ” That is the 
easiest way of doing the thing. It appeals to the 
official mind ; but it is not complying with paragraph 
(c) of section (1), and my submission to the Tribunal 
is that they must clear out the whole of this schedule 
put in under (c), simply because the companies on 
their own admission are not in a position, even if 
the Tribunal asked for it, to bring forward any proof 
or evidence that they are entitled to be there. 

They have indeed admitted in evidence that there 
is the purchase of certain land which is not being 
used, and which they see no likelihood of being used 
in the immediate future. For all the officers of the 
companies could know — I am not blaming the 
officials; if there is any blame at all, it is on people 
superior to them in the control of the company — 
but, so far -as they know, this land may never be 
used by the railway companies. Yet it is put in 
and a claim is made under paragraph (c). If that 
Is the interpretation of (c), and it is clear, Sir, I 
submit, in all humility, to a person who has not the 
advantage — I wish I had— of being a law'yer, that 
the obvious interpretation of paragraph (c) is that 
they have got to bring evidence to show that the 
items ought to be allowed, it is no excuse whatever 
for the companies to say: “We could not prove 

claims made under the wording of that Act.” If 
the companies had used as much endeavour about 
carrying out the provisions of this section as they 
used in Parliament and on the Committee of Parlia- 
ment in getting it passed, we should have got more 
satisfaction before the Tribunal on this occasion, 
and I submit it is not for the Tribunal to solve 
this riddle itself necessarily.' Of course it has to 
adjudicate. It is not for us, it is for the companies 
to prove they have made a case. I tried to lead 
Sir William Plender into paragraph (c), and he 
was very short in answering questions on that para- 
graph. He said: “It is nothing to do with me; 

I was not consulted about a formula on (c) ; I cannot 
answer any questions about a formula on to) . My 
belief is that Sir William Plender had too much 
regard for his professional reputation to be associated 
in the slightest degree, or even to appear to be 
connected with such an improper child as this 
formula under (c) is. 

It is claimed in one and the same breath that the 
capital may have been spent 15 years previously — I 
beg your pardon, that the cheque may hqve been 
drawn 15 years previously — and at the end of 15 years 
it may not be remunerative. Yet they argue at the 
same time that it enhances and increases the value 
of the undertaking. The formula is a rule of thumb. 
It reminds me more of some of my work on the 
London County Council. We love regulations there. 
We have 499 Standing Orders and al thousand Regula- 
tions. They are very useful; they save us a lot 
of discussion and thought from time to time ; we 
merely refer to a Regulation and the thing is settled, 
apart from the merits of the question. It is often 
a cause of complaint against the local authorities 
that they love regulations and maintain them. But 
the experience we have had, even when we come 
before a court of law, is that the railway companies 
are even worse than municipalities so far as officialism 
is concerned. 

There has been on evidence produced. I am of 
opinion it is between one million and one and a half 
million here included which ought not to be there ; 
and I hope the Tribunal will disallow it — not through 
any spirit of vindictiveness, which I am sure the 
Tribunal is incapable of, and of which I am quite 
incapable, I assure you— simply because it is a court 
of law and must .act on evidence. The companies 
have confessed they are unable to submit evidence 
on this particular point. 
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These are the considerations which I bring before 
the Tribunal. Section 68 'is a very difficult and com- 
plicated section. It is very difficult for a layman, 
with very, little assistance, to handle Section 58 ; but 
I do represent in this Court about 5,000,000 working 
people — manual workers and middle-class people. 
We are talking here in terms of millions of pounds, 
hut an unnecessary penny each way on the fare of a 
worker or middle-class man is a serious thing in his 
life. The working people whom I represent have 
for some years now been experiencing continually 
falling wages; their standard of life has been going 
down and down and down; and apparently, under the 
claims Which the companies are making, they are to be 
faced in a short time, if the Tribunal were to grant 
the wishes of the companies — which I feel confident it 
will not — with an increase in the cost of travelling. 
The difficulty of the workman and of the middle-class 
worker is that they have to travel or else •walk, and 
if they try the experiment of walking they will be- 
late for their employment and get discharged. They 
are compelled to walk within certain limits. Of 
course, if charges are increased it tends to decrease 
railway revenue, which is a matter that has to be 
considered. 

I ask you to recognise that these are vital interests. 
The interests of the traders have been much referred 
to in this Court ; the passenger has not been so much 
referred to iu these proceedings and I am trying to 
pull him up a little. There is no doubt that the 
trader is looking -after himself with very great ability 
and at considerable expense. But there are the 
passengers, largely poor people, people whose incomes 
are small, many of -whose incomes are fixed or even 
declining; and in those circumstances I appeal to the 
Tribunal, in discharging the exceedingly difficult task 
cast upon it, to realise that the railway companies 
have had the advantage of great expert technical 
clerical and accountancy assistance, and that, having 
regard to all those circumstances, I ask the Tribunal 
to give favourable consideration to- the points which 
I have ventured to put before it in the interests of 
the general body of the travelling public. 

President : Thank you, Mr. Morrison. 

Mr. Wcm’all : -I represent, Sir, a Society which was 
formed soon after the war and which has its branches 
in London and the Provinces, and has a considerable 
number of members. We look at this matter pos- 
sibly from another point -of view from that which 
Mr. Morrison looks at it, or others who are legally- 
represented look at it. Take a trader, for instance ; 
he can pass on to liis customers -any charges which 
this Tribunal may make in excess of what the m-an 
in the street might consider a reasonable charge. 
The passengers cannot pass on their charges. There- 
fore 1 submit to the Court that in the first place we 
have to measure what we have got, and then we 
have to look at what we shall get by the grace of this 
Tribunal. Because a new era, a democratic era-, 1 
venture to suggest, has opened. We have the 
millionaire companies ; we have now to fix the charges 
of those companies. This Act is a charter which gives 
to the public certain advantages they did not possess 
before ; and I am not igoing to say that the that the 
Tribunal are going to look -at this purely from a 
legal point of view. I do think that great discretion 
is given to this Court to do things, because they 
think they will, because it is reasonably, because it 
is in the public interest that they will do these 
things, quite apart from the many legal conundrums 
which might he brought before them, and the many 
reasons winch might be put why you should do other 
things. 

From the point of view of the passenger we say 
that we want, naturally, all we can get; and we 
put it- to you that w-e want in the first place, low 
fares, and also better rolling stock. That is our 
position. These companies have shown us that they 
possess unlimited powers and these -powers, as you 
know, have been abused. In America you have 
large railway companies, in Canada you have large 
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railway companies, wlio practically rule, in many 
respects, the country. What tlie railways say there 
is law. We do not want that to happen here. We 
have now four large trusts, four gigantic trusts; 
and I say feelingly it is beyond .me, as a man who 
is not possessed of all that which the legal men 
have in their possession — it is not for me accurately 
to gauge in every respect what is the position of 
these railway companies, but I am trying, in the 
interests of my Committee and of my members, to 
put my case before you. 

What have we got? As I have said, when the 
companies come before you they come with their 
bookkeeping system and their accounts. Possibly 
that is all we can gauge as to what they are doing 
at this Tribunal — as to what is in their accounts. 
It is not illustrated in any vivid manner what they 
are doing. They come to you with this double 
account system. That system has been in vogue 
from the inception of the railway companies; and I 
put it to Sir William Plender that there 
was some better way than this double account 
system, that there was the commercial system 
which has acted quite as satisfactorily and 
which is quite different from the double account 
system. Sir William Plender challenged my 
authority. If it is in order for me to read it, I will 
quote the authority, and I should have liked my 
Committee to have been able to ask the author of 
this book — and he is a high authority — to enter the 
witness-box; but it was beyond our capacity, so if 
you will listen to this extract from his book I shall 
be obliged. The book is written by Mr. Lawrence 
R. Dicksee, Master of Commerce, F.C.A. (of the firm 
•of Sellars, Dicksee and Company), Professor of 
Accounting at the University of Birmingham. This 
is what lie says about the double account system : 
“ This idea, ingenious as it undoubtedly is, would 
appear to be emanated from a lawyer rather than 
from an accountant. One seems to trace in it the 
well-known affection of the Chancery Division for a 
Cash Statement, as well as its rooted distrust of all 
accounts framed upon any other basis; while the 
system, although approximately accurate under most 
circumstances, omits to provide for several contin- 
gencies that could hardly have escaped the notice of 
the trained accountant.” Then he goes on to deal 
with what is germane to this: “Assuming that for 
a period of, say, 50 years, the total amount of ex- 
penditure necessary to keep the fixed assets of an 
undertaking in a proper state of working efficiency 
was £50,000, then as a matter of fact the sum of 
£4,000 ought to be charged against each yeaa'’s 
revenue in order to arrive at the true net profit for 
that year, and this remark applies as much to the 
first year of the undertaking’s existence as to the 
fiftieth.” I repeat that. 

President : I think we have got it. 

Mr. Worrall : “ Under the Double-Account. System, 
however, if only actual expenditure on replacements 
be charged against revenue, it is clear that during 
the first few years the payments under this heading 
will be smaller than the average expenditure of 
£1,000. Consequently, if the Double- Account System 
be strictly applied in its entirety, the true Net Profits 
of the undertaking during the first few years of its 
existence will, as a matter of course, be overstated.” 

As these are old undertakings, I submit to the 
Tribunal that at this stage a very serious question 
arises as to whether it is necessary, in order to get 
this correct revenue, which is a matter of so much 
debate, the system of accounting of the railways 
should not be revolutionised. 

What further have we got? We have got this Act 
of Parliament of 1921 which is most valuable. As I 
have endeavoured to lay down in the course of my 
cross-examination of the witnesses, what I read is 
this. In the first place we have got what the public 
will have to pay. That is what this Tribunal has 
to fix. Those are the charges. Charges, I take it, 
are fares and rates; because the Act goes on, “to- 
gether with,” and I shall not define what “ together 
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with ” is. It is used twice. In the second place, we 
have “ other sources of revenue.” Those, I take it, 
are the ancillary businesses. The opinion of the 
Rates Tribunal has a. lot to say as to that; they have 
to fix a gross figure. 

Then there is the yield; and, thirdly, the annual 
net revenue, that is the standard revenue; it equals 
the aggregate net revenues for 1913. Then together 
with the capital expenditure clauses, into which I 
need not go. 

>It seems to be clear in the first place that it is the 
charges that have to be considered; that when you 
have taken your revenue — which I submit is arrived 
at in this fashion — you have got your Account No. 9 
and Account No. 10. If we do as was suggested, 
strip these accounts right down to the charges, you 
find that they are what are stated in all these 
accounts — I take this as being a very good presenta- 
tion of the position, that of the Ministry of Trans- 
port. We get certain figures which, if we add them 
together — 4 will not trouble you with my calcula- 
tions because I have endeavoured to reconcile them, 
taking the North Eastern, on their books, but you 
cannot reconcile those calculations with the claim — 
I am referring to R.T.4 a. I have endeavoured to do 
so, and there is a few millions difference; because, 
naturally, the man in the street is not supposed to be 
able to discover what is the true position. When you 
have taken all the books and you get, say, the North 
Eastern, you see the revenue stated, but when you 
come along and add it up in the figures of the 
Ministry of Transport you find it is something very 
different. The North Eastern varies very consider- 
ably from what I have worked out on going through 
the books. It leads me to this conclusion, that the 
claim of income put into this standard revenue is 
what it states — considerably adjusted; and that is 
these adjustments into which it is so necessary for this 
Tribunal to look. I submit the railway companies 
can adjust these accounts as they choose; and in most 
cases — I think in all cases — there is an increase in 
every case of some millions of pounds because of these 
adjustments. 

Mr. Locket : To which item are you referring? 

Mr. WarraTl : I am referring to the totals. You 
cannot get from the books the totals to agree with 
the totals shown on the standard revenue. 

Mr. Locket : Are you aware that these figures have 
been checked and adjusted by the Ministry of 
Transport ? 

Mr. TT 'orrall: Yes, quite so. I have their figures 
here, but they do not agree with the revenue as 
shown on the claim. I challenge anyone to put them 
together .in such a way as they will agree. 

Mr. Locket : To what figures of the Ministry of 
Transport are you referring? 

Mr. Worrall: Summary R.T. 4a, and comparing it 
with the Ministry of Transport figures. 

Mr. Locket : Which figures of the Ministry of 

Transport ? 

Mr. Worrall : I think the Ministry of Transport 
make the total — it is No. 8. 

Mr. Locket : I am sorry to have interrupted you, 
but I wanted to remind you that they had been 
checked by the Ministry of Transport and agreed. 

Mr. Worrall: They have been agreed; but with 
regard to these adjustments the adjustments are not 
agreed. There are various adjustments made in 
arriving at this claim. In any case, I submit that 
the adjustments made in arriving at this claim are 
very considerable ; I think, something like £7.000,000, 
if I may take the Ministry of Transport figures and 
the statement of adjustments. The Ministry of 
Transport say the total net receipts for Great Britain 
are £44,000,000 odd; the total of R.T.4« is 
£51,089,000. At any rate, that is on record and can 
be checked. I have taken out a list from the North- 
Eastern, and it does not agree. But they may have 
their reasons. However, my point is this, that 
although these can be checked and checked again, 
it does not alter the fact that adjustments are 
adjustments, and I will illustrate again what I mean. 



MINUTES OF EVIDENCE. 



301 



24 June, 1024.] 



[ Continued . 



Take the Depreciation Account, which I have gone 
into. I should like to draw the attention of the 
Tribunal to the fact that if you take the North- 
Eastern Railway Company’s statement of depreciation 
you find this — and this can go on record — that in 
Account No. 10, to the debit you find “ Carriages ” 
is. £11,064, and to the credit you find Ways and 
Works, £58,365; Locomotives, £468,869; and Wagons, 
£1,007. Total debit, £11,064; total credit, 
£528,241. What is the effect of that? Any- 
one would think the effect of that was there would 
be a corresponding charge in the Revenue Account 
of the North-Eastern Railway to those figures. 
It is not so. These figures reduce the debit entries 
of the North Eastern Railway. Because, to put 
another illustration, if you start — I do not say this 
is the case ; it is hypothetical but it is worked out 
on the figures, and if I am wrong the records will 
say so — take the Depreciation Account on the 
Balance Sheet, you get “ Railway ” on the debit 
side, which is rfeally a credit balance of £12,530,321 ; 
that is a finishing balance — about 12j millions. Then 
you write in debit and credit these items which we 
find in the Depreciation Account. You write into 
the debit £528,241, and into the credit £11,064. Of 
course that brings you back to a starting balance 
of £13,047,498. That is the Depreciation Account 
as I find it. But one would naturally endeavour to 
discover a debit balance for this depreciation in the 
Revenue Account, yet I defy anyone to tell you 
where that debit balance is. Of course I admit it is 
taken in each of these abstracts, A, B, Bl, 2, and 3, 
and thej' are the figures I have mentioned ; but they 
reduce the charges, they do not increase them. The 
result of that account is to reduce the charges. Of 
course that is the point of view of the man in the 
street which I submit to you. That is what we 
have got. 

It is for this Tribunal- to say what we are going 
to get, and I think we are going to get better 
things ; because there is no doubt about it that when 
you deal with the expenditure side of these accounts 
you are on shifting sand. These hypothetical 
calculations appear throughout these accounts, and 
they can put in these hypothetical calculations — 
these reserves of all sorts, these suspenses — and we 
can never know where we are. But when you once 
settle what is the revenue, you have got a concrete 
case for a standard. Revenue is the receipts — .which 
may be manipulated both ways by debit and credit — 
but you come down to a net account of revenues 
from all sources. You get ybur revenues and put 
them together. But when you come to the expendi- 
ture side it is entirely different. Why? Because 
of this double-account system. They would not do 
it like that in a commercial concern, because they 
would take their assets and write them down 
according to life. We .have gone through a-nd 

through this question and we find that the authorities 
agree that we ought to take them on life. Even 
one of the accountants said — I think he called himself 
“ a broken reed ” 

President : That was Mr. Cope, of the Great 

Western . 

illr. Worrall ': It may have been his modest way of 
putting it; I do not douibt it. They depend on these 
officials to calculate these things, and they have :o 
calculate hypothetical figures. And when you find 
that these calculations are all made, not by taking an 
asset at its original value and depreciating it year by 
year and bringing down to, say, the year 1913,' all 
the depreciation of that year, but taking hypothetical 
figures and just debiting and crediting them. It 
does not lead anywhere; because we have not the 
■actual depreciation for that year, we have only 
hypothetical calculations of figures which are taken 
out of a 11 reservoir ” in that particular year and not 
appropriated according to the life of these assets. 
That has never been done. 

I need not labour it. I have gone over it again and 
again. They leave undone those things which they 
ought to have done. They have not taken stock of 



their assets. They, certainly ought to take stock of 
their assets, but because they do not do it they do 
not know where they are. I am putting it in this 
colloquial way, because I think it is understood that 
these people are doing out of gicantic million 
“ reservoirs ” that which the ordinary business man 
would not do. The ordinary business man takes his 
assets and writes off a certain amount for deprecia- 
tion each year. That is my submission over again 
to this Tribunal, that if they would only com- 
mercialise their accounts and start with an inventory 
of their assets and write them down year by year, 
we should have a much better statement of affairs 
from these companies. The fact is that the state- 
ment of affairs we get is a balance-sheet, on the one 
side, of which you get 21J millions, and, on the other 
side, in reserves, and so on, you get 16J millions. My 
submission is that a great amount of this ought to be 
written off. But when it is written off, against what 
is it written off? Is it written off against revenue? 
Or is it simply put one side against the other and 
never comes into revenue account at all? 

You have, all these other funds — superannuation 
fund, compensation fund, Government compensation 
fund, fire insurance fund, the general reserve fund 
—all these total up to a great many millions; and 
the question is whether at any time these companies 
will get down to the natural bookkeeping methods 
and put in their a&sets at a proper value. When is 
that going to be; because I submit there is nothing 
like doing it now, and doing it with regard to this 
year, 1913. 

Then we come along to what we are likely to. get, 
and you are asked to inter prot this Act. . There is 
one expression in the Act which I have not heard 
properly dealt with and that is the word “ adequate.” 
The dictionary meaning of that word is that it simply 
means “ sufficient.” It does not mean an ample 
provision, but a sufficient provision. Four per cent, 
might be a sufficient provision. If you interpret 
that rightly, it would not mean any exaggeration, 
as Sir William Plender endeavoured to show us 
might be the case. It simply means that you are 
to give these companies sufficient for the capital that 
is in them. 

That leads me to close with the remark that, after 
all, it does not matter what the standard is going 
to be, because the companies to a great extent are 
going to adopt a policy, and that policy is not always 
going toi be a policy of rule of thumb. I am very 
pleased to be able to read this extract from the 
speech of the Chairman of the London Midland and 
Scottish Railway — Lord Lawrence — at the last annual 
general meeting. This shows that they are not going 
to pay a great deal of attention to any standard; 
they are going (as I might say) to deal with this 
question on the principle of the doctrine of casting 
your bread upon the waters and letting it return 
after many days. I will read the extract. I know 
there are a number of young budding accountants 
laughing at me, but I am really in earnest. 

This is what Lord Lawrence said — the cross heading 
is: “Does better business follow cheaper rates? — 
“ You will doubtless desire to hear something from 
me as to what the result of that policy has been. The 
risk your Board had to take was that in the event 
of there being no increase on the traffic carried in 
the year 1922, our gross receipts for 1923 would have 
been £11,000,000 less than they were in 1922. The 
actual decline is only one-half that figure, and it can 
thus safely be said that improved traffic has occurred 
to the extent of 6| millions sterling. Whilst it is 
very difficult to prove whether reductions in rates do 
of themselves cause traffic to flow which would not 
flow otherwise, there are some indications 
which show that extra business follows cheaper 
transport. For example, up to the end of 
September last the company had carried passengers 
in excess of those of 1922 by no less than 
19 millions in numbers, and practically the whole of 
this extra volume was produced by the increased 
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cheap excursion and tourist facilities that did not 
exist in the preceding year, and caused no apparent 
diminution in the carrying of other classes of 
passengers. Another feature is that as soon as 
effective reductions were made in the rates for the 
heavy mineral classes of traffic, i.e., raw materials 
of industry, the traffic which had fallen to a very 
low ebb began to show signs of recovery, and - you 
■will observe from the company’s published traffic re- 
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turns that the revenue from that traffic shows a 
substantial increase over last year, notwithstanding 
the considerable' reductions in rates.” 

That is taken from what I suppose is the leading 
railway company; and I trust it ■will W’eigk in the 
minds of this Tribunal that the fixing of this rate 
should be as low as possible because a high rate does 
not help either the traders or the passengers. 

President : Thank you, Mr. Worrall. 



(. Adjourned till to-morrow at 12 noon.) 
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